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Weldlng products play a significantrole in infrastructure development,

energy production and transmission, building construction and indus-

trial expansnon throughout the world, especially in emerging markets.

To serve the needs of a growing world, Lincoln Electric continues to

broaden its global capabilities and offerings of welding equipment
- and consumables.

.Lincolln is constructing new plants and expanding existing ones, while
introducing innovative technology-based products to address the
1atestdemandtrends and bolstering its offerings through acquisitions.
Thls strategy of POWERING UP to meet the world's expanding needs for
weldmg products is positioning Lincoln to achieve continued long-

term [success and shareholder value as the unquestioned global
leader in its industry.

ULTRACORE®

VANTAGE® 400

POWER WAVE® 455

POWER MIG™ 180

POWERTEC® 280
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SHAREHOLDERS' EQUITY DIVIDEND DOLLARS PAID " DILUTED EARNINGS PER SHARE™

OLLANS IN MILLIONS. +  DOLLARTIN WILLIONS DDLLARS I MILLKONS D DOLLARY

FINANCIAL HIGHLIGHTS TN

YEAR ENDED DECEMBER 31 2006 2005 2004
{DOLLARS IN MILLIONS, EXCEPT PER SHARE DATA)
Net Sales ' . $1,972 $1,601 $1,334
Net Income 175 122 8
Net Income excluding nan-recurring items " 171 - 13- 85 »
Basic Earnings per Share - an 2.93 1.96
Basic Earnings per Share excluding non-recurring items * 402 - 270 - 2.08 »
Diluted Earnings per Share 407 290 1.94
Diluted Earnings per Share exciuding non-recurring items * 398 - 267 2.06 -
Cash Dividends Paid per Share of Common Stock 7 0.76 0.72 0.67
Waorking Capital ' 291 383 375
Current Ratio | 25 23 24
Total Assets $1,395 $1.161 © $1,059
Total Shareholders’ Equity 853 652 577
Cash Provided by Operations ng n? 41
Return on Average Shareholders’ Equity 23.3% 19.9% 15.4%
Return on Average Shareholders’ Equity excluding
non-recurring items 228% * 18.4% * 16.3% »

[A) Basic and diluted earnings per share excluding non-recurring items are presented es management beliaves this financial maasyra is important ta investors 1o evaluate and compare the
Campany’s financial performance from period to period. Managament uses this information in assessing and evaluating tha Company’s underlying aperating perfarmance,

s 2006 excludes European rationalization actions of $3.5(83.5 ater-tax, or $0.08 per dilutad share) and a non-recurring gain of $9 1$2.2 atter-tax, ar $0.17 per diluted share} an the sale ofa famlnv
in lrefand.

» 2005 excludes net favarable tax benefits ol $11.7 ($0.28 per diluted share) related to a change in Ohio tax baw, the resotution ef prios years® tax liabilities and the repatriation of fereign garnings,
as well as $1.4{50.9 atter-tax, or $0.01 per shara) in gains related to the settlement of legal disputes, partially offset by 53 7 {$3.0 after-tax, or $0.06 per share) of chalqas relating {o the sale
of 8 business and Eurcpean rationalization charges.

» 2004 excludes European raticnalization charges of $2.4 ($2.% attar-tax, or $0.05 per diluted sharel and retirament costs for the former CED of $4.5(82 8 after-tax, or $0.07 per diluted shara).
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During 2006, the continued strong worldwide demand for our
products, combined with the effective execution of our globa{l

strategy, contributed to another year of excellent performant:t:a

for Lincoln Electric. By maintaining our focus on the five key com-

ponents for excellence — people development, customer servicei,
operational efficiency, global expansion and innovative products
— we have been able to take advantage of many opportunities in

|

“rapidly growing markets around the world. |
|
. We are expanding our footprint, strengthening our global leadership position in thé
welding industry and Eaking advjantage of significant growth opportunities. Qur ﬁer:-
formance has been strong everywhere we operate — in North America, Europe, Asia,
the Middle East and Latin America — and we have gained market share in each o:f

these regions. !
' |
The Company achieved exceptional financial results in 2006, setting new records. Sales

were up 23 percent to $1.97 billion for the year. Net income grew 43 percent to $”5'9
million, or $4.07 per diluted share. Operating income for }he year rose 56 percent to
$233.0 million. Export sales increased 57 percent to $154.1 million, while Lincoln operai
tions outside N0r§h America reported sales of $666.4 million, a 22 percentincrease ove;r
the prior year.
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POWERING UPTO MEET GLOBAL DEMANDS

As indicated by the theme of this report, Lincoln
Electric is POWERING UP to meet growing global
demand for welding products by expanding
its operations and offerings. Additionally, one
of the biggest contributors to our current and
long-term growth is the demand for power
around the world, and we are well-positioned to

increase our participation in this marker.

Major projects related to the production and
transportation of energy - including traditional
and alternative power generation facilities, oil
and gas drilling and pipelines, infrastructure
construction and shipbuilding — are under way
in all areas of the world, with specific focus on
the emerging markets of the Middle East, Rus-
sia, Latin America, Asia and Fastern Europe.
This activity is fueling widespread demand for
our welding-equipment and consumables, and
we are enhancing our capabilities to satisfy these
needs through a combination of organic growth,

acquisitions and geographic expansion.

From a global perspective, we are strengthen-
ing our position in emerging markets while
continuing to serve existing markets. In Asia,
specifically China, which stands to be the larg-
est market for welding products for the foresee-
able future, we are significantly increasing our
manufacruring capacity for flux cored wire, We
also are constructing a new facility in India to
begin production of consumables in 2007, and
we have recently expanded capacity at our Indo-

nesia consumables plant.

Overall, we have 10 plants under construction or
expansion around the world, which is the most
ambitious and broad-based expansion effort our

Company has ever taken on at one time. This re-

flects not only the growing demand for our prod-
ucts, burt also our financial capability and man-
agement commitment to make and to execute

the necessary investments for our future growth.

In addition to our China and India expansions,
we added capacity for cored wire at our plant in
Brazil. Our new cored wire plant in Poland is
nearing completion, and next door to the plant,
we are gearing up the production of gas welding
and cutting apparatus in another new facility. Ac
our Torreon plant in Mexico, we expanded our
machine equipment manufacturing. In Cleve-
land, we expanded our engine drives manufacrur-
ing and are in the process of establishing a stare-
of-the-art automation welding center for North
America on property acquired near the end of the
year. The latter reflects the growing need for Lin-
coln’s innovative automation technology, which
helps our customers improve the safety and ef-
ficiency of their welding systems and reduce their
labor requirements. We expect this segment of

the market to continue its rapid growth.

The introduction of a new family of cored wire
products has helped us gain marker share in
this important product segment. We look for
th.is momentum to continue as we broaden rhis

product portfolio in the coming years.

ACQUISITIONS CONTRIBUTE TO EXPANSION

A significant component of our expansion over
the past several years has been our successful
acquisition strategy. We continue to look for
acquisitions that extend our geographic reach,
broaden our offerings with complementary

products and add new management resources.

In October 2006, we announced our acquisi-

tion of Merrode Products Limited, a privately



held, England-based manufacturer of nickel-
based cored wire and stick electrode consum-
ables. This acquisition brings us a new line of
high-quality, innovative solutions for many
specialty high-end applications, including the
rapidly growing power generation and petro-

chemical industries.

As a growth opportunity, Metrode is similar to
our 2005 acquisition of J.W. Harris Co., Inc,,
a global leader in brazing and soldering alloys.
].W. Harris also was a privately owned company,
with a limited geographic reach, which we ac-
quired to expand our product line with comple-
mentary offerings and broaden our capabilities
to serve customers. As part of Lincoln’s global
operations, this business has grown by more
than 50 percent since we acquired it. We have
achieved the synergies we expected when we
made the acciuisition, and we anticipate further

(growth and profitability for the business.

COMMITMENT TO OPERATIONAL EXCELLENCE

Realizing that continuous improvement is es-
sential for long-term success, we are improving
efficiency and reducing costs throughout our
organization, especially in North America. In
2006, our Six Sigma initiatives had significant
impact on irﬁproving the quality of our products
and the efficiency of every aspect of our opera-
tions, from manufacturing and customer service
to finance and information technology. Since
2000, we have completed 153 projects at our
Unirted States and Canada facilities, resulting in
an annual run rate of approximately $10 mil-
lion to the Company’s operating profit. Among
our people, we currently have 160 trained Red
Belts, 70 Black Belts and one Master Black Bel.

We also have implemented Six Sigma process

Lincoln Electric Anpual Report = 4
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lmprovements at our manufacturmg fac1l1tles 1P

Canada and Mexico, and we plan to adopt Six

Sigma at our Asian operations in 2007, !
|

Our commitment to excellence extends to
meeting the highest environmental standard%s.
We continue to move closer toward our goz:ﬂ.
of achieving ISO 14001 certifications for all of
our facilities worldwide by 2010, and all of'ouir
North American operations are expected to b;e
certified as meeting ISO 14001 environmental
standards in 2007. Both of these achievmem!'s
would be unprecedented in our industry. -Ifn
2006, we gained certifications for our Indalcfo
Alloys and Lincoln Electric plants in Canadaf\,
for two facilities in Torreon, Mexico, and ﬁ)Er
our plant in the United Kingdom. In 2007l,
we expect to receive certification for our Har-
ris Products Group plant in Mason, Ohio3 a:s
well as for facilities in Mexico City, Venezucl:%,
France, Italy and Indonesia. i
. I
RECOGNITION FOR OUR ACHIEVEMENTS il
In May 2006, we were honored to receive th!e
President’s “E Star” Award for Lincoln Elecrric:’s
achievements in U.S. exports. The award rec;-
ognizes our ongoing efforts to increase our ex-
ports, driven by the excellent contributions olf
our employees in meeting the growing demand

for our products around the world. '

Also during the year, NASDAQ named Lincoth
to its new Global Select Market, which recogl—
nizes only those companies that meet the highi-
est financial standards for listing. Lincoln also
was added to the S8&P MidCap 400 list in 2006;.
From the end of 2005 to year-end 2006, our
stock price rose 54 percent to $60.42.



WE HOLD AN ADVANTAGE OVER Illlii COMPETITORS BEGAUSE

OF OUR SIZE, STRENGTH AND COMMITMENT TO GROWTH.

During the year,. we welcomed Stephen G.
Hanks to our Board of Directors. Mr. Hanks
is Presidenc and Chief Executive Officer of
Washington Group International, Inc., which
provides integrated engineering, construction
and management solutions for businesses and
governments worldwide. Mr. Hanks is an ex-
ceptional executive with a strong track record of
skillful leadership along with experience in pro-
viding outstanding customer service across many
global industrial sectors. We look forward to his

contributions to the Board and Company.

STRENGTHENING OUR POSITION

Our long-term strategy is to continue to build
on our success — to strengthen our position as
the global leader in our industry in terms of
size, repurtation, pcrformance, innovation and
technical knowledge. We have created the lead-
ing business model for our industry, and we are
extremely well-positioned with excellent prod-
ucts, people and production facilities to take

maximum advantage of our opportunities.

With our solid balance sheet and financial flex-
ibility, astute management team and Board,
and strong industry knowledge and focus, we
are able to continue making the investments to
bolster our product offerings and expand our
presence in strategic global markets. We hold an
advantage over our competitors because of our
size, strength and commitment to growth. And

we have demonstrated thar we not only can take

quick advantage of opportunities during good
times, but we also can “weather the storm” dur-

ing down cycles.

In 2007, weakening economic forces, espe-
cially in North America, may slow our growth
in comparison to what we have seen in recent
years. However, as mentioned previously in this
letter and elsewhere in this annual report, many
of our key global markets are expected to remain

strong for both the short and the long rerm.

Ulcimately, the best measure of our success is the
value we deliver to shareholders. The dectsion of
our Board of Directors in the fourth quarter of
2006 to raise our quarterly dividend to 22 cents
per share — a 15.8 percent increase — is the most
recent example of our ongoing commitment to

create shareholder value,

In conclusion, | want to express my thanks to
all of our employees, directors, customers and
shareholders for their ongoing support and
commitment to Lincoln Electric, as we continue
to prove together that our strategy is sound, our

organization is strong and our potential is vast.

Sincerely,

Gt S2gple”

JOHN M. STROPKI

Chairman, President and Chief Executive Officer
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Economic developmentis advancing rapidly on a global scale,
evidenced by huge investments in infrastructure, transportail
tion, manufacturing, energy production and transmission,
and construction. All of these require substantial welding;
and Lincoln Electric is [P@WE[P&I]HB UP in key markets and Ioca-';

tions around the world tofmeet this growing demand. |
'

4

The Company operates from a pesition of strength as the global leader in size, innovation
and guality in the estimated $14 biIIioj;n arc welding industry. With manufacturing facilities
in 19 countries and 10 plants currently under construction or undergoing expansion, Lincolr}
holds the number-one market position in the world and in North America, and is among thq
top-three suppliers in all of the majo.r;geographic markets it serves. |

i |
The Company is capitalizing on positive trends in each of these markets to strengthen its
|

worldwide leadership position through ongoing global expansion, innovation, customer
focus, strategic acquisitions and productivity improvement. |

Lincoln Elactric Anncal Report = &



INNGVATIVE WELDING
SOLUTIONS

I
Lincoln Electric’s industry-leading

technology provides innovative sols-

tions for a broad range of welding
needs. LEFT: Submerged arc welding
technology helps aveid sparks in
the manufacture of large industrial
gears. RIGHT: Automated welding
systems are becoming increas-
ingly popular for their benefits in
proguctivity and cost efficiency.
The avtomated system seen here is

welding an aluminum fuei tank.
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NORTH AMERICA

As Lincoln continues to expand its global
operations, it remains focused on meeting
the substantial North American demand
for welding products, especially in the rap-
idly growing area of automation technology.
It also serves customers worldwide from its
North American facilities. As a recipient of
the “E Star” Award in May 2006, Lincoln was
recognized as a leading manufacturer of U.S.
exports. The Company’s exports of advanced
technology welding equipment from its
North American operations to the developing
world continue to grow and meert increasing
global demand from energy- and transporca-

tion-related projects.

Lincoln continues to invest in expanding
its North American facilities. In the United

States, the Company purchased a 150,000-

square-foot building adjacent to its Cleveland

headquarters and is transforming it into a
state-of-the-art automation facility to con-
tinue growth and gain share in roboric weld-

ing. Lincoln also is adding 110,000 square

v

feet to its Mentor, Ohio, consumables manu-
facturing facility to meet increasing demand
for consumables from the general fabricarion,
oil and gas, shipbuilding and construction
equipment sectors. And it has expanded and
upgraded its Chicago and Atlanta Regional
Service Centers, which have achieved world-
class starus in demonstrating best practices and
innovations in welding. In Canada, Lincoln
has expanded its Indalco aluminum weld wire
facility and its headquarters in Toronto to

meet Canadian and export demand.

Overall, the Company is focusing on increasing
its North American capacity as well as improv-
ing efficiencies and reducing costs to maintain
profitability. Since 2000, Six Sigma contribu-
tions to operating profit have amounted to an

annual run rate of approximately $10 million.

Lincoln also is introducing new products that
offer distinct advantages for customers. For
example, Lincoln’s award-winning Vantage
welder/generator is more compact and quieter

than competing products, and offers superior
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POWERING UP AROUND THE GLOBE

To meet the growing worldwide demand for welding products, Lincoln Electric is investing in new piant construction er factory

expansion in the United States, Canada, Mexico, Brazil, Poland, Turkey, China and India. This is Lincotn’s most ambitious expansion

effort ever, reflecting its financial strength and commitment to making the necessary investments to maintain its glebal leadership.

t

arc performance for improved quality and eas-
ier operation. Because of their superior prod-
uct features and performance, Lincoln’s Power
MIG®, Power Wave® and other products on
the new Power machine platform are rap-
idly gaining marker share. Sales to the rencal
marker remain strong, and the Company is
rolling out its new Power MIG® platform to
bolster retail sales in 2007. Lincoln also has
successfully expanded its offerings with the
J.W. Harris brazing and soldering alloy prod-
uct line, with revenue increasing by more than
50 percent since the Company acquired this

business in 2005,

Lincolns innovation and industry leader-
ship extend to the environmental and safety
front. The Company’s Environmental, Health
and Safety Division has produced a new bro-

chure on welding safety to help ensure that

Lincoin Electric Annual Report = &

|
customers use Lincoln products in ways thal;t

meet new, more stringent OSHA regulation’s
for welding. Lincoln’s own cnvironmentall
and safery record is excellent, as all of [hfli
Company’s North American operations are
expected to be certified to meer ISO 14001
standards by the end of 2007, and all of irls
plants in the rest of the world are slared to br;:
certified by 2010. i
ASIA-PACIFIC

Lincoln is expanding rapidly in the Asia:
Pacific region as the market for welding prod:
ucts continues to demonstrate exceptionai
growth. Infrastructure, construction, energy
and shipbuilding projects are escalating inI
this region, and as a result, the increase in

- . i
sales of welding products continues to surpass

the rate of economic expansion. l



iThelpeaplelniLincoln’s’AsiazPacificlheadquarterstand
manufacturinglcomplexiniShanghailrecentlylcelebrateda
[productionimileston e

WITHSTANDING THE ELEMENTS

The world's largest telescope, located atop an inactive volcano southeast of

Menxico City and set to become fully operational in 2008, relies on our weld-

ing technology to withstand strong winds and other elements of nature.

China leads the way with a growing industrial
base, expanding infrastructure and increasing
consumption. In 2006, Lincoln redoubled its
capacity in cored wire and expanded machine
manufacturing in China. Significant additional
capacity is being added during 2007. With
transportation costs on the rise, having a strong
manufacturing presence in China is essential to

being cost-competitive in that market.

At the start of 2006, Lincoln moved its Asia-
Pacific headquarters to a new building located
at its Shanghai manufacturing complex. The
multi-story headquarters also houses sales,
an applicacions lab, training and demonstra-
tion facilities. The Company commenced
machine production on this site and intro-
duced its new machine line. By year’s end, the
Shanghai operation had established a produc-
tion milestone and was in continuous pro-
duction. Lincoln experienced high demand
for its imported high-tech products, and the
Company is now opening several additional

sales branches in China.

India also has vast potential, and Lincoln
plans to open its hrst plant there with pro-
duction starting in early 2008. India’s infra-
structure is substandally underdeveloped,
and demand for welding products is expected

to escalate along with construction activ-

ity and infrastructure projects in the com-
ing years. Import sales to India were up by
double digits in 2006, driven by orders from
the pipe mill and pipeline sector, and more

recently from the automotive secror.

Elsewhere in the region, Lincoln was well-
represented at the Japan International Welding
Show, held every two years, with Chairman
and CEQ John Stropki serving as the keynote
speaker for the 2006 opening. More than
100,000 visitors attended the show.

LATIN AMERICA

Lincoln’s strong position in growing Latin
American markets helped the Company set
new records for sales and operating profit for

thar region in 2006.




TRANSPORTATION

Growing demand for energy around

the world has led to a rise in the

construction of large ships to
iransport ligquid natural gas and
petrotaum. Worldwide activity in

the energy production, trangparta-

tion and storage sectors is ane of +
the key drivers of increased sales

for Lincoln Electric.

ry
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Demand in Mexico came from the energy, auto-

motive and construction equipment “sectors,
The Company is expanding both its equip-
ment and consumables manufacruring plants in
Torreon and has added an expanded facility in
Monterrey to house 2 new automation training

center and finished goods warehouse.

Substantial growth in Brazil is also being driven

by the energy sector, with strong equipment

. . . {
sales into the oil and gas industry, as well as to

the domestic electric power production secror.
Submerged arc flux product manufactured in
Brazil is in demand for both the domestic and
export markets. Lincoln added capacity during
the year in Brazil to meet domestic demand for

flux-cored wire and submerged arc flux.

Sales in Venezuela, Peru, Ecuador and Colombia

are all growing well due to energy-related

demand and increased market penetration.

Lincoln Electric Arnual Report = 10

Increased mininglactivitieslin:SouthtAfricaland]
lelsewherelanthelconinentfalongwithlanlabundancel
lofienergysrelated/projectsihavelled toldoubledign]
fgrowthiforlincoln siwelding productstintAfrical

!
|
|
To supplement internal growth, Lincoln co:m—
pleted and integrated small acquisitions !in
Brazil and Colombia during 2006. i
|

EUROPE, RUSSIA :

Welding sales growth in Europe was strong'in
20006, far in excess of the overall rate of economic
growth, and should remain so in 2007, lmgL:ly
due to demand for energy and power generation.
In Russia, Lincoln is providing substancial prc'?d—
uct for pipeline construction and is increasinglits
presence in the fabrication sector. To expand .its
ability to serve Eastern Europe, the Company
constructed new fux-cored wire and Harris

International plants in Poland. |
|
During the 2006 fourth quarter, Lincc!ln

acquired Metrode Products Limited, a privatély
held company based in England, to expand t:he
Company’s offering of specialty consumables
focused on the process and power generation

|

!
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PIPELINE CONSTRUCTION

Dil and gas pipeline projects reguire an
immense amount of welding. Eastern
Europe, Russia, the Middle East and
Asia continue 1o see significant growth

in pipeline construction activity, iveling

widespread demand for welding equip-

ment and censumables.

industries — including nuclear, coal, oil, gas,
and petrochemicals — areas in which Lincoln

had been underrepresented.

Lincoln also is substantially expanding its con-
sumables manufacturing capabilities in Turkey
and constructed a new plant with its joint ven-
ture partner, Eczacibasif ASKAYNAK, during
the year. The new plant will begin production
in 2007, doubling the capacity of the older

plant it is replacing.

MIDDLE EAST, AFRICA
In the Middle East, vast financial resources
are being reinvested to satisfy the demand for

power and increase the region’s production of

oil and gas, petrochemicals, aluminum and
fertilizer. The Gulf construction projects mar-
ket is estimated at more than a trillion dollars.
In addition, local steel production is expand-
ing to supply regional infrastructure projects.
Meanwhile, in sub-Saharan Africa, mining
and energy projects are fueling double-digit

growth for Lincoln’s welding products.

To help facilitate its triple-digit revenue
growth in the Middle East and North Africa,
Lincoln expanded its MENA (Middle East
Northern Africa) Regional Facility in Dubai
for welding demonstrations and training, to

serve distriburors and end-user customers.

Wherever Lincoln operates, it is POWERING UP to develop
products tailored specifically to the needs and wants of the
local market. That attention to providing solutions and giving
customers what they need and want is part of the legacy of
founders John C. and James F. Lincoln, and it is what drives
Lincoln’s worldwide success and shareholder value.




BOARD OF DIRECTORS

Harold L. Adams_ °2002
L!cad Director
(;:hairman Emeritus and Former Chairman,

. President and Chief Exccutive Officer of

|
RTKL Associates Inc.

David H. Gunning 1987
Vice Chairman of Cleveland-Cliffs inc

S‘tcphen G. Hanks °2006

I’chsidcm and Ch_ief Executive Officer of -
Washington Group [nternational, Inc.

R‘obertj. Knoll *2003
Former Partner of Deloitte & Touche LLP

q. Russell Lincoln °1989 -
President of N.ALS.T. Inc.

K.athryn Jo Lincoln °1995

Chairman of the Lincoln Instituze

|
- of Land Policy

l"llellene 8. Runtagh 2001
Former President and Chief Execurive Officer
of Berwind Group

John M. Stropki *1998
C.:hairman, President and
Clhir:f Executive Qfficer
oEfthe Cun"tpany

George H. Walls, Jr. °2003
Former Chief Deputy Audiror of the
State of North Carolina

¢ Year elected as a Director
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COMPANY OFFICERS AND
EXECUTIVE MANAGEMENT

George D. Blankenship *1985 + A
Senior Vice President, Global Engineering and
U.S. Operations

Gabriel Brune *1995

Vice President, Corporate Controller

Joseph G. Doria 1972
Vice President

President, Lincoln Electric Canada

Gretchen A. Farrell 1997 » »

Vice President, Human Resources
-

Ralph C. Fernandez *1995
Vice President
President, Lincoln Electric Latin America

* Thomas A. Flohn *1983

Vice President
President, Lincoln Electric Asia Pacific

Rabert K. Gudbranson *1994 » A
Vice President, Strategic Planning

and Acquisitions

Vinod Kapoor *2000
Vice President, Global Operations Development

Michele R. Kuhrt *1997

Vice President, Corporate Tax

David M. LeBlanc 1986
Vice President
President, Lincoln Electric Europe

David J. Nangle *1979
Vice President; Group President of Brazing,
Curting and Retail Subsidiaries

Ronald A. Nelson *1972 :
Vice President, Machine Division

Vincent K. Petrella *1995 + #
Senior Vice PMeesident, Chief Financial Officer
and Treasurer

Richard J. Seif *1971

Senior Vice President. Sales and Marketing, and
Senior Vice President for the Middle East and
Africa (MEA)

John M. Stropki *1972 « »
Chairman, President and
Chief Executive Officer

Frederick G. Stueber *1995 « A
Senior Vice President. General Counsel
and Secretary

i

¢ Officer, Lincola Electric Holdings, Inc.
* Member, Management Committee
* Year joined the Campany

CORPORATE INFORMATION

Additional copies of Lincol!n Electric’s
2006 Annual Report and F(‘inrm 10-K may
be obrained by conracting Corporare
Relations at (216) 383-489_‘?. sending a fax
to (216) 383-8220 or visitir;:g our Web sire:
www.lincolnelectric.com. This Annual
Report may also be obtain%d by calling

1-888-400-7789. !
|

Inquiries about dividends, shareholder
records, share transfers, changes in owner-
ship and address changes sh:ould be direct-

ed to the Transfer Agent and Registrar:

|
National City Bank I

Dept. 5352 I
Corporate Trust Operations
P.0. Box 92301 ;
Cleveland, Ohio 44197-1200
Attn: Shareholder Serviccs:

(800) 622-6757 |

The Annual Meeting of Lincoln Electric
Shareholders is scheduled ro be held on
Friday, April 27, 2007, at 11430 a.m., at
Marriott Cleveland East, 26300 Harvard
Road, Warrensviile Hcights,| Qhio 44122.
The Cémpany’s CommonlShares are
craded on the. NASDAQ S[:ock Market
under the stock symbol "LEFO." The
number of record holders of Common

Shares at December 31, 2006 was 1,937.

.
For additional Company informarion,
]

contact:
. }
Corporate Relations

Lincoln Electric Holdings, Inc,
22801 St. Clair Avenue | .
Cleveland, Ohio 44117-1199 USA
Phone: (216) 383-4893 ;

Fax: (216) 383-8220 t
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PART I

Item 1. Business i . |
General ‘ _ . [l
As used in Item | of this report, the term “Company,” except as otherwise indicated by tllye context, means -
Lincoln Electric Holdings, Inc., the publicly-held parent of The Lincoln Electric Company, and other Lincoln
Electric Holdings, Inc. subsidiaries. The Lincoln Electric Company began operations in 1895 and was incorporated
under the laws of the State of Ohio in 1906. During 1998, The Lincoln Electric Company reorganized into a holding
company structure, and Lincoin Electric Holdings, Inc. became the publicly-held parent of|Lincoln Electric
subsidiaries worldwide, including The Lincoln Electric Company. i
The Company is a full-line manufacturer and reseiler of wcldmg and cutting products. Welding products include arc
welding power sources, wire feeding systems, robotic welding packages, fume extraction equipment, consumable
electrodes and fluxes. The Company’s weldmg product offering also includes regutators and tordhes used in oxy-
fuel welding and cutting. In addluon the Company has a leadmg global position in the brazing and soldering alloys
market. = - -, . 4 ‘ _ |

The arc welding power sources and wire feeding systems manufactured by the Company range in technology from
basic units used for light manufacturing and maintenance to highly sophisticated robotic machine'applications for
high production welding and fabrication. Three primary types of arc welding electrodes are produced: (1) coated
manual or stick electrodes, (2) solid"electrodes produced in coil reel or drum forms for continuous feeding in
mechanized welding, and (3) cored eléctrodes produced in coil form for continuous f eeding in mech'anized welding

The C()mpany has wholly-owned subsndlanes or joint venture manufacturing facitities located in the United States,
Australia, Brazil, Canada, Colombla ‘United Kingdom, France, Germany, Indonesia, Ireland, ltaly, Mexico, the
Netherlands, People’s Republic of China, Poland, Spain, Taiwan, Turkey and Venezuela. The Company manages its
operations by geographic location and has two reportable segments, North America and Europe, and combines all
other operating segments as Other Countries. Other Countries includes results of operations for the Company’s
businesses in Argentina, Australia, Brazil, Colombia, Indonesia, Mexico, People’s Republic of China, Taiwan and
Venezuela, See Note J to the consolidated financial statements with respect to segment and geographlc area

information. Nearly all of the above facilities are 1SO 9001 certified. |

|
Customers :
|

The Company’s products are sold in both domestic and mtematlonal markets. In North America, products are sold
principally through industrial distributors, retailers and also directly to users of welding products. Outs:de of North
America, the Company has an international sales organization comprised of Company employees and agents who
sell products from the Company’s various manufacturing sites to dlstnbutors agents, dealers and product users.

The Company’s magor end user markets include: "
» general metal fabrication, - ‘1
* infrastructure mcludmg oil and gas p:pclmes and platforms, buildings, bridges and power generahon
* transportation and defense industries (automotive, trucks, rail, ships and aerospace),

* equipment manufacturers in construction, farming and mining,

retail resellers, and
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The Company i1s not dependent on a single customer or a few customers. The loss-of any one customer would not
have a material adverse effect on its business. The Company’s business is not seasonal. i
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Competition

Conditions in the arc welding and cutting industry are highly competitive. The Company believes it is the world's
largest manufacturer of consumables and equipment in a field of three or four major competitors and numerous
smaller competitors. The Company continues to pursue appropriate Strategies to heighten its competitiveness in
domestic and international markets, which.includes positioning low-cost manufacturing facilities in most geo-
graphical markets. Competition in the arc welding and cutting industry is on the basis of brand preference, product
quality, price, performance, warranty, delivery, service and technical support. The Company belteves its perfor-
mance agamst these factors has contnbuted to the Company’s posmon as the lcader in"the mdustry

Vtrtually all of Lhe Company s products may be classified as standard commerc1al artlcles and are manufactured for
stock. The Company believes it has a competitive advantage in the marketplace because of its highly trained
technical sales force and the support of its welding research and development staff, which allow it to assist the -
consumers of its products in optimizing their welding applications. The Company utilizes this technical expertise to-
present its Guarantced Cost Reduction Program to end users through which the Company guarantees that the user
will achieve cost savings in its. manufacturing process when it utilizes the Company’s products. This allows the
Company to introduce its products to new users and to establish and maintain close relationships with its consumers.
This close: relanonshlp between the technical sales force and the direct consumers, together with its supportlve
‘relatlonshtp with-its distributors, who aré particularly interested in handling the broad range of the Company’s
products, is an important element of the-Company’s market success and a valuable asset of the Company. -

SRR o ‘
Raw Maierials , '

The principal raw materials essential to the Company’s business are various chemicals, electronics, steel, engines,
‘brass, copper and aluminum alloys, all of which are normally available for purchase in the open market.

Patentsand'l\'ademarks o SRR o , A

The Company holds many. valuable patents, primarily in arc welding, and has mcreased the application process as
research and development has progressed in both the United States and major 1ntemauonal jurisdictions. The
Company believes 1ts trademarks are an lmponant asset, and aggresswely pursues ‘brand management.

.w‘ +
' . . . 13

' Environmental Regulatiorfs .

e N

The Company s facilities are subject to env1ronmental regulattons To date, compliance with these environmental
regulations has not had‘a matena] effect on the Company § earnings. The Company is ISO 9001 certified at nearly
all facilities worldwide. In addluon the Company is SO 14001 certlfied at most significant manufacturmg facilities
in the United States and is workmg to gain ccrtlﬁcanon at its remammg Umted States fac111nes as well as the
remainder of 1ts famlmes worldw1de

At - : ‘ ot
International Operations ’

.The Company.conducts a significant amount of its'busines.s and has a number of operating facilities in countries
outside the United States. As a result, the Company is subject to business risks inherent to non-U.S. activities,
including political uncertainty, import and export limitations, exchange controls and currency fluctuations. The
Company beliéves risks related to its foreign operations are nuttgated due to the polmcal and economtc stabtllty of
the Countnes in which its largest foreign operations are located.

i

Reésearch and Development

Research activities, which the Company belleves prov1de a compeutwe advantage relate 10 the development of new
products and the improvement of existing products. Research activities are Company- -sponsored. Refer to Note A to
the consolldated financial statements with respect to total costs of research and development. .

3




!

Employees _ \

The number of persons employed by the Company worldwide at December 31, 2006 was 8,430.!See Item 10 of
Part [II for information regarding the Company’s executive officers, which is incorporated herein by reference.
|

Website Access ' .

The Company’s internet address is www.lincolnelectric.com. The Company makes available free of charge on its
website at www.lincolnelectric.com its annual, quarterly and current reports, as soon as reasonably pracncable after
the Company electronically files such material with, or furnishes it to, the SEC. The Company also posts its Code of
Corporate Conduct and Ethics on its website. However, the information found on the Company’s wcbsne is not part
of this or any other report. ' ,
" - [}
Item 1A. Risk Factors "

From time to time, information we provide, statements by our employees or information included in ofln' filings with
the Securities and Exchange Commission may contain forward-looking statements that are not historical facts.
Those statements are “forward-looking” within the meaning of the Private Securities Litigation Reform Act of
1995. Forward-looking statements, and our future performance, operating results, financial position and liquidity,
are subject to a variety of factors that could materially affect results, including those described below. Any forward-
looking statements made in this report or otherwise speak only as of the date of the statement, and, except as
required by law, we undertake no obligation to update those statements. Comparisons of results for currem and any
prior periods are not intended to express any future trends or indications of future performance, unless expressed as
such, and should only be viewed as historical data. A ) !

The risks and uncertainties described below and all of the other information in this report should be carefully
considered. These risks and uncertainties are not the only ones we face. Additional risks and uncertainties of which
we are currently unaware or that we currently believe to be immaterial may also adversely affect ou'r business.

If energy ¢osts or the prices of our raw materlals mcrease, our operating expensw could increase
significantly. -

I
In the normal course of business, we are exposed to market risk and price fluctuations related to the pqurchase of
energy and commodities used in the manufacture of our products (primarily steel, brass, copper and aluminum
alloys). The availability and prices for raw materials are subject to volatility and are influenced by worldwide
economic conditions, speculative action, world supply and demand balances, inventory levels, availability of
substitute materials, currency exchange rates, our competitors’ producnon costs, anticipated or percelved shortages
and other factors. Since 2003, the price of the type of steel used to manufacture our products has tncreased
significantly and has been subject to perlodlc shortages due to global economic factors, including mcreased demand
for construction materials in developing nations such as China and India. Since 2003, we have also experienced

* substantial inflation in prices for other raw materials, including metals, chemicals and energy costs. Energy costs
could continue to rise, which would result in higher transportation, freight and other operating costs. Our future
operating expenses and margins will be dependent on our ability to manage the impact of cost increases. Our results
of operations may be harmed by shonages of supply and by increases in pnces to the extent those increases can not

be passed on to customers. . . 1
VoL b

. - I
We are a co-defendant in litigation alleging manganese induced illness and litigation alleging asbestos

induced illness. Liabilities relatmg to such litigation could reduce our profitablllty and impair our finan-
cial condition. ‘

At December 31, 2006, we were a'co-defendant in cases alleging manganese induced illness involving claims by
approximately 6,458 plaintiffs and a co-defendant in cases alleging asbestos induced illness involving claims by
approximately 31,417 plaintiffs. In each instance, we are one of a large number of defendants. In the manganese
cases, the claimants allege that exposure 10 manganese contained in welding consumables caused the plaintiff 1o
develop adverse neurological conditions, including a condition known as manganism. In the asbestos cases, the
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claimants allege that exposure to asbestos contained in welding consumables caused the plaintiffs to develop
adverse pulmonary diseases, including mesothelioma and other lung cancers.

Since January 1, 1995, we have been a co-defendant in manganese cases that have been resolved as follows: 8,613 of
those claims were dismissed, 14 were triéd to defense verdicts in favor of us, 2 were tried to hung juries, 1 of which
resulted in a plaintiff’s verdict upon retrial and 1 of which resulted in a defense verdict upon retrial, and 12 were
settled for immaterial amounts. Since January 1, 1995, we have been a co-defendant in asbestos cases that have been
resolved as follows: 23,635 of those:claims were dismissed, 10 were tried to defense verdicts, 4 were trled to
plaintiff verdicts and 391 were decided in favor of us fol]owmg summary Judgment motions.'

Defense costs have been increasing. The long-term impact of the manganese and asbestos loss contingencies, in
each case in the aggregate, on operating cash flows and capital markets is difficult to assess, particularly since
claims are in many different stages of development and we benefit significantly from cost-sharing with co-
defendants and insurance carriers. While we intend to contest these lawsuits vigorously, and have applicable
insurance relating to these claims, there are several risks and uncertainties that may affect our liability for personal
claims relating to exposure to manganese and asbestos, mc]udmg the fumire 1mpact of changing cost shanng'
arrangements or a change in our overall tnal expenence - -
" N . . P ¢ .

Manganese is an essentlal element of steel and cannot be eliminated from weldmg consumables Asbestos use in
welding consumables in the U.S. ceased in 1981. . o

- .
ety

We ma& incur material losses and costs as a result of product liability claims that may be brcugﬁt
against us.

i o e ] T
L ‘.l 4

Our products are used in a variety of apphcatlons including infrastructure projects such as oil and gas pipelines and
platforms, buildings, bridges and power. generation facilities, the manufacture of transportauon and heavy
equipment or machinery, and various other construction projects. We face risk of exposure to product liability
claims in the event that accidents or failures on these pro_|ects result, or are alleged to result, in bodily injury or
property damage Further, our welding products are de51gned for use in'specific applications, and if a product is used
inappropriately, personal injury or property damage may result. For example, in the period between 1994 and 2000,

we were a defendant or co-defendant in 21 lawsuits filed by building owners or insurers in Los Angeles County,
California. The plaintiffs in those cases alleged that certain buildings affected by the 1994 Northridge earthquake
sustained property damage in part because a particular electrode used in the construction of those buildings was
unsuitable for that use. In the Northridge cases, one case was tried to a defense verdict in favor of us, 12 were
. voluntanly dismissed, 7 were settled and we reccwed summary Judgment in our favor in another.

The occurrence of defects in or failures of our products, or the misuse of our products in specnﬁc applications, could
cause termination of customer contracts, increased costs and losses to us, our customers and other-end users. We
cannot be assured that we will not experience any material product liability losses in the future or that we will not
incur significant costs to defend those claims. Further, we cannot be assured that our product liability insurance
coverage will be adequate for any liabilities that we may ultimately incur or that it will continue to be available on
terms acceptable to us. . L , P

4

The cyclicality and maturity of the United States arc welding and cuttlng industry may adversely afl'ect
our performance. o o N . . :
The Umted States arc weldmg and cutting industry is a mature industry that is cyclical.in nature. The growth of the
domesuc arc welding and cutting industry has been and continues to be constrained by factors such as the increased
cost of steel and‘increased offshore productlon of fabricated steel structures. Overall demand for arc welding and
cutting products is largely determined by the level of capital spendmg in manufacturing and other industrial sectors,
and the welding industry.has historically experienced contraction during periods of slowing industiial activity. If
economic, business;and industry conditions deteriorate, capital spending in those sectors may be substantially
decreased, which could reduce demand for our products,.our revenues and our results of operations. '
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We may not be able to complete our acquisition strategy or successfully integrate acqulred businesses.

Part of our business strategy is to pursue targeted business acquisition opportunities, including forelgn investment
opportunities. We cannot be certain that we will be successful in pursuing potential acquisition candidates or that the
consequences of any acquisition would be beneficial to us. Future acquisitions may involve the expenditure of
significant funds and management time. Depending on the nature, size and timing of future acquiéitions we may be
required to raise additional financing, which may not be available to us on acceptable terms. Qur current operational
cash flow is sufficient to fund our current acquisition plans, but a significant acquisition would requrre access to the
capital markets. Further, we may not be able to successfully integrate any acquired business with our existing
‘businesses or recognize expected benefits from any completed acquisition. ,

If we cannot continue to develop, manufacture and market products that meet customer demands, our
revenues and gross marglns may suffer. - . ,

Our contmued success depends, in part, on our abrhty to continue to meet our customers’ needs for welding
products through the introduction of innovative new products and the enhancement of existing product design and
performance characteristics. We must remain committed to product research and development and customer service
in order to remain competitive. Accordingly, we may spend a proportionately greater amount on research and
development than some of our competitors. We cannot be assured that new products or product improvements, once

developed, will meet with costomer acceptance and contribute positively to our operating results, or'that we will be -

able to continue our product development efforts at a pace to sustain future growth, Further, we may lose custlomers

to our compemors 1f they demonstrate product design, development or manufactunng capabilities supenor o ours.
1

.The competitive pressures we face could harm our revenue, gross margins and prospects. '

: - . -+ " N - ] L .
We operate in a highly competitive global environment and compete in each of our businesses with other broad line
manufacturers and numerous smaller competitors specializing in particular products. We compete primarily on the

basis of brand, product quality, price, performance, warranty, delivery, service and technical support. If our -

products services, support and cost structure do not enable us to compete successfully based on any of those
cnterla our operations, results and prospects could suffer

|
Further in the past decade, the United States arc welding industry has been subject to increased levels of foreign
compeunon as low cost imports have become more readily avarlable This foreign competition mtensrﬂes as the

value of the U.S. dollar falls in relation to other currencres " . . "

Our competitive posruon could also be harmed if new or emergmg competitors become more acuve in the arc
welding business. For example, while steel manufacturers traditionally have not been srgmﬁcam competltors in the
domestic arc welding industry, some foreign integrated steel producers have begun to manufacture selected
consumable arc welding products. Our sales and results of operations, as well as our plans to expand in some foreign
countries, ‘could be harmed by this practice as well. .

[ 1

. . t
We conduct our sales and distribution operations on a worldwide basis and are subject to the risks asso-
ciated with doing business outside the United States. - :

"Qur long-term strategy is to continue to increase our share in growing international markets, particularly Asia (with
emphasis in China and India), Latin America, Eastern Europe and other developing markets. There are a number of
risks in doing business abroad, which may impede our ability to achieve our strategic objectives relatmg to our
foreign operations. Many developing countries, like Venezuela, have a significant degree of political and economrc
uncertainty that may impede our ability to implement and- achieve our foreign growth objectives. In addmon
compliance with multiple and potentially conflicting foreign laws and regulatnons import and expon limitations

-and exchange controls is'burdensome and expensive. - L
: i

Moreover, socr'al-unrest, the absence of trained labor pools and the uncertainties-asscciated with entering into joint
ventures or similar arrangements in foreign countries have slowed our business expansion into some developing
economies. Qur presence in China has been facilitated largely through joint venture agreements with local

e o




organizations. While this strategy has allowed us to gain a footprint in China while leveraging the experience of
local organizations, it also presents corporate govemancc and management challenges.

- . 4
Our forelgn operations also subjéct us to the risks of international terrorism and hostilities and to forelgn currency
nsks mcludmg exchange rate flectuations and limits on the repatriation of funds

. - ; [ . . o, R v

Our operations depend on maintaining a’ " skilled workforce, and any mterruptton in our workforce could
negatlvely |mpact our results of operatlons and financial condition, '

We *are dependent on' our h1ghly trained technical sales force ‘and the suppert of our welding research and
development staff. Any interruption of our workforce, mcludmg mterruptmns due to unionization efforts, changes
in labor relations or shortages of appropriately skilled individuals for our research, production and sales forces
could impact our results of operations and financial condition. .

Our revenues and results of operations may suffer if we cannot cootinue to enforce the intellectual prop-
erty rights on which our business depends or if third parties assert that we violate their intellectual

property rights.
We rely upon patent, trademark, copyright and trade secret Jaws in the United States and similar laws in foreign
countries, as well as agreements with our employees, customers, suppliers and other third parties, to establish and
maintain our intellectual property rights. However, .any of our intellectual property rights could be challenged,
invalidated or circumvented, or our mtellectual property rights may not be sufficient to provide a competitive
. advantage. Further, the laws of certam forelgn count:nes do not protect our proprletary rights to the same extent as

U.S. laws. Accordingly, in’ certaini countries, we" may be unable to protect our proprietary rights agamst unau-
thorized third- party copying or use, which could impact our competitive position. -

af N o4 '

" Further, third partles may claim that we or our customers are 1nfr1ng1ng upon their intellectual property rlghts Even
. if we believe that those claims are without merit, defendmg those claims and contesting the validity of patents can be
time-consuming and costly. Claims of inteflectual’ property infringement also might require us to redesign affected
products, enter into costly settlement or license agreements or pay costly damage awards, or face a temporary or

permanent injunction prohibiting us from manufacturing, marketing or selling certain of our products.

Our glohal operations are subject to increasingly complex environmental regulatory requirements.

, We are subject to 1ncreasmgly complex env1ronmental regulanons affectmg international manufacturets including
"+ those relited to air and water emissions and’ waste management Further, it is our policy to apply strict standards for
environmental protection to sites inside and cutside the United States, even when’ we are not subject to local
govemment regulattons We may incur substamtal costs, including cleanup costs, fines and civil or criminal
sanctions, liabilities resulttng from third-party property damage or personal injury, claims, or our products could be”

" enjoined from entering cértain jurisdictions, if we were to violate or become liable under ervironmental laws or if

. our products become non-compliant with environmental laws.

We also face increasing complexity in our products design and procurement operations as we adjust to new and
future requirements relating to the design, production and labeling of our electrical equipment products that are sold
in the Evropean Union. The ultimate costs under énvironmental, laws and:the timing of these costs are difficult to
predict, and liability under some environmental laws relating to contammated sites can be imposed retroactively
and on a joint and several basis. .

e oo ‘ : Lol P . . P A N
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Item IB "Unresolved Staff Comments C S
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Item 2, Properties -

The Company’s corporate headquarters and principal United States manufacturing facilities areflocated in the
Cleveland, Ohio area. Total Cleveland area property consists of 232 actes, of which present manufacturing facilities

comprise an area of approximately 2,831,000 square feet. 1
: _ _ . '

[n addition to the principal facilities in the Cleveland' Ohio area, the Company operates four other:manufacturing
locations in the United States and 30 manufacturing locations (mcludmg joint ventures) in 18 foreign countries, the

locations of which are as follows: . , o g
. ]

United States: T Mason, Ohio; Cranston, Rhode Island; Gainesville,
' ) ' _ Georgra Santa Fe Spnngs Callforma ;
Australia: Sydney, .- '
Brazil: ‘ - " Sao Paulo. s :
Canada: , ' ~ Toronto; Mississauga. )
Colombia: - c - Bogota. - > | .
United Kingdom: . * - ©. .+ -+ Sheffield; Chertsey. - 4|
France: Grand-Quevilly. ' ‘
Germany: _ S " . Essen’ L .
Indonesia: ) ' - Cikarang. P 4
Ireland: S . - Rathnew. ' |
ltaly: ' ~ Bologna, Genoa Corsalone. 2
Mexico: _ )  Mexico City; Torreon Cuhacan
Netherlands: , _ Nijmegen. .
People’s Republic of China: . Shanghai; Jlnmg, Inner Mongolra szhou Jiangyin;
o " Nanjing. - ‘ . ;
Poland; ) ) ' Bielawa. .
S'pain: . .. . . . Barcelona. . - f
Taiwan: : R ' Tainan.
Turkey: _ Istanbul.
Venezuela: _ o Maracay. = . - . ' _ :

All properties relating to the Company s Cleveland, Chio headquarters and manufacturing fac1lltles are owned

outright by the Company. In addition, the Company maintains operating leases for its distribution centers and many

sales offices throughout the world. See Note M (o the consolldated financial statements with respect to lease
commitments. Most of the Company s foreign. subsndranes own manufacturing facilities in the foreign country
where they are located. At December 31, 2006, $3.2 mrlhon of indebtédness was secured by property. plant and
equipment with a book value of $4.7 million.

o’ . L. LI t
t
Item 3. Legal Proceedmgs ;
: . . .
The Company is subject, fmm time to time, to a variety of civil and admrmstrauve proceedings ansmg out of its
normal operations, including,. without limitation, product liability claims and health, safety and environmental

claims. Among such proceedings are the.cases described below. r

At December 31, 2006, the Company was a co-defendant in cases alleging asbestos induced illness involving claims
by approximately 31,417 plaintiffs, which is a net decrease of 2,174 claims from those previously reponed In each
instance, the Company is one of a large number of defendants. The asbestos claimants seek corlnpensatory and
punitive damages, in most cases for unspecified sums. Since January 1, 1995, the Company has been a co-defendant
in other similar cases that have been resolved as follows: 23,635 of those claims were dismissed, 10 were tried to
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defense verdtcts 4 were tried to plamtlff verdicts (2 of whtch were satisfied and 2 of: whrch are SUbjCCt to appeal) and
391 were decided in favor of the Company followmg summary Judgment ‘motions. ;

At December 31 2006 the Company was a co- defendant in cases allegmg manganese mduced 1llness involving
clmms by approx1mately 6,458 plamtrffs “which is a net’ decrease of 14 claims froim those prevrously reported

However in January 2007, motlons to- ‘dismiss by 1,043 clalmants were ﬁled in federal court, reducmg pendmg' -

clalms to’s, 415 plall'ltlffS In each mstance the Company is one of a large number of defendants "The laimants in
cases, allegmg manganese mduced 1llness seek compensatory and punitive damages in most cases for unspecrﬁed
sums The clalmants allege ‘that exposure to manganese contained in weldmg consumables caused the plamtlffs to

develop adverse neurologlcal conditions, inchiding a condition known as mangamsm At December 31 2006 lcases -
involving 3,074 claimants were filed in or transferred to federal court where the Judicial -Panel on’ MultrDlstrlct'

Litigation has consolidated these cases for pretrial: proceedmgs in the Northern District of Ohio (the “MDL Court“)

In January 2007, as noted above, motions to dismiss 1,043 of these clarms were filed, reducmg MDL clalmants to,
2,031. Plamtlffs have also filed class actions seeking medical momtonng in elght State courts, seven of whlch ‘have'
been removed to the MDL Court. Since January 1, 1995, the Company has been a co-defendant in similar cases that :
have been resolved as follows: 8,613 of those claims were dismissed, 14 were tried to defense verdicts in favor of the *

Company, 2 were tried to hung juries; 1 of which resulted i m a plamtlff 's verdlct upon retrial and 1 of which resulted
in a defense verdict upon retrial’ (subsequently, however, a motlon for a new: trial has been granted) and 12 were

settled for immiaterial amounts. - N . .

On December 13, 2006, the Company filed a comp]amt in U.S. Dlstnct ‘Court (Northem District-of Ohlo) agamst :

Nlinois Tool Works, Inc. seekmg a declaratory judgment. that 8 pateiits owned by the defendant relatmg to certain
inverter power sources have not and are not bemg 1nfr1nged and that the sub_]ect patents are mvalld

Item 4, Submission of Matters to a Vote of Securtty Holders

No matters were subrmtted to a vote of security holders durmg the quarter ended December 31, 2006."

. v
':"‘-' P
i

PARTII LT TR T S

Item 5 Market for- the Reglstrant’s Common Equlty, Related Stockholder Matters and Issuer Purchases
. of Equlty Securities C -

The Company $ common shares are traded on The NASDAQ Stock Market under the symbol “LECO " The number
of record holders of common: shares at December 31 2006 was l 937 o

. ie . R .

The total amount of d1v1dends paid in 2006 was $32 274 651 For 2006 dividends were paid quarterly on

. Janvary 15, Apnl 15 “Tuly. 15 and October 13. S .

Quarterly hlgh and low stock prices .and d1v1dends declared for the last two years were:

L. VY .. L i )

Lo TR ‘ T . ,'-.--"2006'_- ‘ o 2005 . .
L .+ 7L . . . Dividends Dividends

TR e e S . High " "Low ' Declared High =~ Low . ~ Declared
} March 31 ... ..., U $5466 $3820  $0.19  $3501° $2925 ~ $0.18

June 30 ...l e 6265 - 4876 019 - 3359 2849 0i18

September 30 .. ..... Al L. 6268 5395 - 019 40.12 3248 0.18

December 31.............. P 62.91 52.64 o022 4244 37.09 0.19
Source: The NASDAQ Stock Market -
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The following line graph compares the yearly percentage change in the cumulative total shareholder return on
Lincoln Electric Holdings, Inc. (“Lincoln”) common shares against the cumulative total'return of the
S&P Composite 500 Stock Index (“S&P 500™) and the Russell 2000 Stock Index (“Russell 20007} for the
five-year calendar period commencing January 1, 2002 and ending December 31, 2006. This graph assumes that
$100 was invested on December 31, 2001 in each of Lincoln common, the S&P 500 companies and the Russelt 2000
Stock Index. A compatible peer-group index for the welding industry, in general, was not readily avallablc because
the industry is comprised of a relatively small number of competitors, many of whom either are relallvcly small
pieces of large publicly traded companies or are privately held. The Russell 2000, published by the Frank Russell
Company, represents a developed index based on a concentration of companies having relauve]y small market
capitalization, similar to the Company.

Five Year Performance Comparison ‘ :
meoln Common, S&P 500, Russell 2000 Compasite lndlces [
$300 .

$250

$200

$150

5100

$50 4

$0 + — ' 4
. ) [
2001 2002 2003 2004 2005 2006
—&— Lincoln =ty S&P 500 —— Russell 2000 |

2001 2002 2003 2004 2005 2006
Lincoln 100 97 107 152 177 274
S&P 500 : 100 78 100 111 116 134
Russell 2000 100 80 117 138 145 171

Item 6. Selected Financial Data
Year Ended December 31,

2006 2005 2004 2003 2002
(In thousands of dollars, except per share dzara ) .
Net sales $1,971,915 $1,601,190  $1,333,675  §$1,040,589  $994,077
Income before the cumulative effect of a '
change in accounting principle 175,008 122,306 80,596 54,542 66,882
Cumulative effect of a change in
accounting principle, net of tax — ' — — — (37,607)
Net income $ 175008 8 122306 $ 80596 $ 54542 § 29,275
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’ e ‘r'ear Ended‘December 31,

. | 2006 . 2005 . . 2004 2003 2002
(In thousands of dollars, except per share data )

Basic earnings per share: : ' SRR
Basic earnings per share before the
cumulative effect of a change in

accounting principle . S 4l 3293 s 196§ 132§ 1.58
Cumulative effect of a change in ‘ ' . L L , D
accountmg pnncrple net of tax . — e e = (0.89)
Basic earnings per share , $ . 4l11. § ,. 293 . § 1.96 § 132 $  .0.69

Diluted earnings, per share: _
Diluted earnings per share before the
cumulative effect of a change in

accounting pnncrple L $ 4:07‘ s 2‘,90‘ $ 194 $ 1.3 % . 156
Cumulative effect of a change in _ ' ‘ '
accounting principle, net of tax — — — — (0.88)
Diluted earnings per share $ 407 $ 290 $ 194 § 31 § 068
Cash dividends declared $ 079 % 073 % 069 *$ . 064§ 061
Total assets ‘ - '$1,394,579° $1,161,161 +$1,059,164- "$7"928,866" $901,269
’ bong-terrn debt . ) $ 113,965 $ 157,853 $ 163,931 '$ 169,030° $174,146

2006 includes a pre-tax charge of $3,478 (33,478 after-tax) relatmg to the Company s rauonahzanon programs in
Europe and a pre-tax gain of $9,006 ($7,204 after-tax) on the sale of a fac111ty in Ireland (See Note F).

2005 includes a pre-tax charge of $1,761 ($1,303 after-tax) relating to the Company’s rationalization programs in’
Europe (Sec Note F), a one-nme state income tax benefit of $1,807 (net of federal benefit) relating to changes in
Ohio tax laws, a favorable adjustment of $8,711 related to the resolunon of prior years' tax liabilities, a net favorable
tax benefit of $1,146 associated with the repatriation of foreign earnings and a pre- -tax gain of $1, 4l8 ($876 after-
tax) on the scltlement of legal dlsputcs

2004 mcludes a pre-tax charge of $2, 440 (52,061 after—tax) relalmg to the Company 5 rat1onahzauon programs in’
Europe (See Note F), and $4,525 ($2 828 after-tax) in pension settlement provisions, accrued base pay, bonus, and
stock compensauon related to lhe retirement of the Company s pasl Chalrman and CEO

2003 mcludcd a prc—tax charge of $1 743 (%1, 367 after-tax) relatmg toa Company rationalization program.

2002 included a pre-tax charge of $10,468($7, 045 after-tax) relating to a Company rationalization program and a
pre-tax charge for the cumulative effect of an-accounting change of $38,307 ($37,607 after-tax) ‘

-

‘r RPN T "

-"Itern 7. .Management’s Discussion and Analysis of Financial Conditlon and Results of Operations-.
(In thousands of dollars, except share and per share data)

The following discussions of financial condition and results of operations should be read together with “Selected
Financial Data,” the Company’s consolidated financial statements and other financial information included
- elsewhere in this report. This report contains forward-looking statements that involve risks and uncertainties.
Actual results may differ materially from those indicated in the forward-looking statements. See Risk Factors in
Item 1A for more information regarding forward-looking statements.

GENERAL

The Company is the world s largest desrgner and manufacturer of arc welding and cutting products, manufacrunng
a full line of arc welding equipment, consumable welding products and other welding and cutting products.
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The Company is one of only a few worldwide broad line manufacturers of both arc welding equipment and

consumable products. Welding products include arc welding power sources, wire feeding systems, robotic welding
packages, fume extraction equipment, consumable electrodes and fluxes. The Company’s weldmg product offering

also includes regulators and torches used in oxy-fuel welding and cutting. In addition, the Company has a leading |

global posmon in the brazing and soldering alloys market. ‘

The Company invests in the research and development of arc welding equipment and consumablip products in order
to continue its market leading product offering. The Company continues to invest in technologies that improve the
quality and productivity of welding products, In addition, the Company continues to actively increase its patent
application process in order to secure its technology advantage in the United States and other major international
jurisdictions. The Company believes its significant investment in research and development and its highly trained
technical sales force provides a competitive advantage in the marketplace. t

The Company’s products are sold in both domestic and international markets. In North America, lproduc:ts are sold
principally through industrial distributors, retailers and also directly to users of welding products. Outside of
North America, the Company has an international sales organization comprised of Company employees and agents
who sell products from the Company’s various manufacturing sites to dlsmbutors, agents, dea]ers and product
users. |-

Ty

The Company’s major end user markets include: B A
» general metal fabrication, L i
’ ini-“rastructuré including oil and gas pipelines and platforms, buildings, bridges and power generation, |
. transportation,;md gie'fénse industries (automotive, trucks, rail, ships and aerospace), - '|

]

* equipment manufacturers in construction, farming and mining, )
‘ - ) . 1
» retail resellers, and .
: i

* rental market. |

The Company has, through wholly-owned subsidiaries or joint ventures, manufactui‘ihg facilities located in the
United States, Australia, Brazil, Canada, Colombia, United Kingdom, France, Germany, Indonesia, Ireland, Italy,
Mexico, the Netherlands, People’s Republic of China, Poland, Spain, Taiwan, Turke'y and Vcnezue'!a.

:

The Company’s sales and distribution network coupled with its manufacturing facilities are reponed as two
separate reportable segments, North America and Europc, and combines all other operating scgmcnts as Other
Countries. : : A \

The principal raw materials essential to the Company’s business are various chemicals, electronics, stéel, engines,
brass, copper and aluminum alloys, all of which are normally available for purchase in the open market.

The Company’s facilities are subject to environmental regulations. To date, compliance with these en\'qronmental
regulations has not had a material effect on the Company’s earnings. The Company is ISO 9001 certifi ed at nearly
all facilities worldwide. In addition, the Company is ISQ 14001 certified at most significant manufactunng facilities

in the United States and is working to gain certification at its rematning United States facilities, as well as the '

remainder of its facilities worldwide. ]
' j
Key Indicators '

Key economic measures relcvam to the Company include industrial production trends, steel consumptnon
purchasing manager indices, capacity utilization within durable goods manufacturers, and consumer confidence
indicators. Key industries which provide a relative indication of demand drivers to the Company include farm
machinery and equipment, construction and transportation, fabricated metals, electrical equipment, shipand boat
building, defense, truck manufacturing and railroad equipment. Although these measures provide key information
on trends relevant to the Company, the Company does not have available a more direct correlation of leading
indicators which can provide a forward-looking view of demand levels in the markets which ultlmately use the
Company's welding products. : "
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Key operating measures utilized by the operating units to manage the Company include orders, sales, inventory and
fill-rates, all of which provide key indicators of business trends, These measures are reported on various cycles
including daily, weekly and monthly depending on the.needs established by operating management.

Key financial measures utilized by the Company’s executive nianag'enie'm.and operating units in order to evaluate
. the results of its business and in understanding key variables .impacting the current and future results of the
Compahy include: sales, gross profit, selling, general and administrative expenses, earnings before interest, taxes .
and bonus, operating cash flows and capital expenditures, including applicable ratios such as return on investment
and average operating working capital- to sales. Th'ese‘_'measu'res are reviewed at monthly, quarterly and annual
intervals and compared with historical periods, as well as objectives established by the Board of Directors of the
Company.

B

BN

RESULTS OF OPERATIONS

The following table shows the Company’s results of operations:

] ' Yéar Ended December 31,
2006 2005 2004

‘ (Dol!a;s in rhozi:san'ds) . Amount % of Sales Amount % of ‘Salés Amount % of Sales
Net sales - $1,971,915 100.0% " $1,601,190 100.0% $1,333,675 100.0%
Cost of goods sold . 1,419,638 72.0% - 1,164,275 72.7% 971,317 72.8%
Gross profit ' .. 552,277 28.0% 436915 - . .27.3% 362,358 - 27.2%

Selling, general: & - . C :
administrative expenses ~ . 315,829 . T 16.0% 0 285309 ' 17.8% - 256,616 19.2%

Rationalization charges o . 3478 -+ . 0.2% . . 1,761 01% . 2,440 " 0.2%
Operating income © 232970 . 11.8% . 149845 . 94% 103,302 7.8%
- Interest income’ © U 5876 .. 03% .-. 4000 °° 02% . 3071 02% -
Equity earnings in affiliates T7640 0 04% 33120 0 02% " 4,005 0.3%
Other income |, |, : 183, - 01% . - 4,689 0.3% 3,542 0.3%
Interest expense - . '(10,153) (0.5)% (7.947) - (0.5)% . (6,143) . (0.5)%
Income before income taxes ' 238,172 - 12.1% 153,899  .96% 107,977 8.1%
Incoriié taxes ' ' . 63,164 ' 32% :U131,593 - 2.0% " 27,181 2.1%
Net income | C 7 s 175008 89% $ 122306 . 76% $_ 80,596 6.0%

3006 COMPARED TO 2005 = ° - o sl

Net Sales:” Net siles for 2006 iicreased 23.2% to $1,971,915 from $1,601,190 i 2005. The increase in net sales
. .reflects'a 15.5%, or $248',048,'increas§:, due to volume, a 3.4%, or $34,496 increase from acquisitions, an increase of
2.9%, or $46,868 in price increases, and a 1.3%, or.$21,313 fqvbrablg:.impal&:t_as' a result of changes in foreign

curréncy exchange rates. Net sales for'the North ‘American operations increased 23.6% to $1,305,472 for 2006 - -

© - compared to $1,056,134 in 2005; This increase reflects an increase of 15.2% or $161,038 due to volume, an increase

of 4.4%, or $46,784 from the acquisition of J.W. Harris, Inc. (“J.W: Harris™) an inciease of $33,7 14, or 3.2% in price
increases aifd’a_O.’I%,'-or $7,802. favorable impact as a result of changesin foreign currency exchange rates.
European sal€s have increased 21.7% to $372,308 in 2006 from $305,846 in the prior year. This increase is a result
of a 15.9%, or $48,607 increase in volume, an increase of 2.5%, or $7,690, relating to the acquisitions of
Metrode Products Limited (“Metrode”) and J.W. Harris, and a 3.6% or $11,101 favorable impact as a result of
changes in foreign currency.exchange rates. Other Countries sales iigcfeaséd 23.0% to $294,135 in 2006 from
-$239,210 in the prior year. This increase reflects an increase of $38,403 or 16.1% due to volime, an increase of
5.9%, or $14,090 in price increases and-an increase of $2,410, or 1.0% as a result of changes in foreign currency
exchange rates. b D R '

Gross Pmﬁt: G_r.oss profit increased 26.4% .to $552,277 during 2006 compared to $436,915 ir_lA2005. As a
percentage of net sales, Gross profit increased to 28.0% in 2006 from 27.3% in 2005. This increase was primarily a
result of favorable leverage on increased volumes. In addition, foreign currency. exchange rates had a $3,968
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favorable impact in 2006. 'I'hls increase was partiatly offset by a shift in sales mix to tradmonally lower margin
geographies and businesses, including the effects of acquisitions, as well as an increase in product liability defense
costs of $7,585. . o ST

Since 2003, the Company has experienced a higher level of increases in raw material prices, including metals and
chemicals. In addition, energy costs trended higher resulting in higher operating costs including transportation and
freight. As worldwide demand remains high, the Company expects-thesé costs to remain at r‘elatively elevated
levels. Although the Company believes a number of factors, including price increases, product mix, overhead
absorption, and its continuing restructuring efforts will offset increased costs, future margin levels will be
dependent on the Company’s ability to manage these cost increases. ‘

Selling, General & Administrative (SG&A) Expenses. SG&A expenses increased $30,520, ori 10.7%, in 2006,
compared with 2005. The increase was primarily for higher bonus expense of $18,010, incremental selling, general
and administrative expenses from acquisitions totaling $4,224 and higher selling expenses of $6,821 resulting from
increased sales activity. Foreign currency exchange rates had a $1,783 unfavorable impact. SG&A' expenses include
a gain of $9,006 ($7,204 afier-tax) on sale of the Company’s facility in Ireland,

Rationalization Charges. 1In 2006, the Company recerded rationalization charges of $3,478 (&3,478 after-tax)
primarily related to severance costs covering 66 employees at the Company’s facility in Ireland. During 2005, the
Company recorded rationalization charges of 51,761 ($1,303 after-tax) primarily for employee severance costs
related to rationalization efforls in France and Ireland. '

Interest Income, Interest income 1ncreased to $5,876 in 2006 from $4,000 in 2005. The increase was a result of
increases in interest rates and hlgher cash balances in 2006 when compared to 2005.

Equity Earnings in Affiliates. Equity eamings in affiliates increased to $7,640 in 2006 fromi$3,312 in 2005
primarily a result of increased earnings at the Company’s joint venture investments in Turkey and Taiwan.

Othe'r Income. Other income decreased $2,850 to $1,839 in 2006 f.mrn $4,689 in 2005. 'I‘h]e decrease was

primarily due to the favorable settlement of legal disputes in 2005 totaling $1,418. i

Interest Expense. Interest expense increased to $10,153 in 2006 from $7,947 in 2005 as a result of highcr
interest rates. b

.,

Income Taxes. Income taxes for 2006 were $63,164 on income before income taxes of $238,172, an effective rate
of 26.5%, compared with income taxes of $31,593 on income before income taxes of $153,899, or an effective rate
of 20.5% for 2005. The effective rate for 2006 was lower than the Company’s statutory rate pnmanly because of the
utilization of foreign tax credits, lower taxes on non-U.S. earnings and the utilization of foreign tax loss carry
forwards, for which valuation allowances have been previously provided. 2005 included favorable' tax benefits of
$9,857 related to the resolution of prior years’ tax liabilities and the repatriation of foreign earnings and an
adjustment to state deferred incomeé taxes totaling $1 807. The deferred tax adjustment reflected the impact of a
one-time state income tax benefit related to changes in Ohio tax laws, including the effect of I0wcr tax rates. The
decrease in the effective tax rate from 2005, excluding these items, reflects an increase in earnings m 1ower tax rate
jurisdictions, including the gam on the sale of the Company s facility in Ireland. ) i

Net Income. Net income for 2006 was $175,008 compared to $122,306 last vear. Dlluted earmngs per share for
2006 were $4.07 compared to $2.90 per share in 2005. Foreign currency exchange rate movements had a $1,783
favorable effect on net income for 2006 and an 1mmater1al impact in 2005. !

2005 COMPARED TO 2004 ' . .' S ‘r

Net Sales. Net sales for 2005 increased 20.1% to $1,601,190 from $1,333,675 in 2004. The mcrealse in net sales
reflects an 8.0%, or $106,376 increase due to price increases, a 7.0%, or $93,033 increase due to aéqunsmons an
increase of 4.2%, or $56,325 due to volume, as well as a 0.9%, or $11,781 favorable impact of foreign currency
exchange rates. Net sales for North American operations increased 20.5% to $1,056,134 for 2005 compared to
$875,422 in 2004. This increase reflects an increase of 8.3% or $72,996 due to price increases, an increase of 8.2%,
or $72,222 due to newly acquired companies, a $28,387, or 3.2% increase in volume from last year and a 0.8%, or
$7,107 favorable impact of foreign currency exchange rates. European sales increased 8.9% to $305,846 in 2005
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from $281,133 in the prior year. This increase is due t0 a 5.2%, or $14,503 increase due to price increases, an
increase of 2.0%, or $5,628 due to volume, a 1.6% or $4,390 increase in newly acquired companies, as well as a
. 0.1%, or $192 favorable impact of foreign currency exchange rates. Othér Countries sales increased 35.1% to
$239,210 in 2005 from $177,120 in the prior year This increase reflects an increase of $22,310 or 12.6% due to
volume, an increase of 10.7%, or $18,877 due 'to price increases, an increase of 9.3%, or $16,421 from newly
acquired companies, and a 2.5%, or $4, 482 favorable impact of foreign currency exchange rates.

Gross Profir.  Gross profit increased 20 6% to $436,915 durmg 2005 compared to $362,358 in 2004. As a
percentage of net sales, Gross profit of 27.3% increased slightly i in 2005 from 27.2% in 2004, In comparison to 2004
as a percent of sales, Gross profit reflects price increases implemented in the fourth quarter of 2004 to offset
significant increases in raw material costs which accelerated in the third quarter of 2004 in North America. A $3,525
favorable impact of foreign currency exchange rates in 2005 also contributed to the increase in Gross profit.
Offsetting this increase was a shift in sales mix to traditionally lower margin geographies and businesses, including '
the effects of recent acquisitions and declining margins due to increased material costs and unfavorable productlon
variances in Europe. In addition, Gross profit in North America was negatively impacted by an increase m product
liability defense costs of approximatety $5,000.

Selling, General & Administrative (SG&A) Expenses. SG&A expenses increased $28, 693 or 11.2%, for 2005,

- compared with 2004. The increase was primarily due to higher bonus expense of $16,445, higher selling expenses of
$7.829 due to increased sales levels, incremental seiling, general and administrative expenses from recently
acquired businesses totating $6,232, settlement losses of $2,138 incurred on the termination, .of a European pension
plan and the loss onthe sale of a business totaling $1,942. The prior year included $4, 525 of pension settlemnent
provisions, accrued base pay, bonus and stock compensanon related to the retirement in 2004 of the Company’s past
Chairman and CEO. i

Rationalization Charges. In 2005, the Company recorded charges of $1,761 ($1.303 after tax) related to
rationalization efforts in Europe. These charges related to employee severance costs covenng 40 employees in
France, 64 in Ir¢land, 7 employees in Norway and 6 employces in Sweden. :

In 2004, the Company recorded rationalization charges of $2,440 ($2,061 after-tax). The rauonallzanon charges
were related to employee severance, contract termination, warehouse relocation and professional fees. Employee
severance costs covering 40 employees in France, 7 employees in Norway and 6 employees in Sweden were $1,624
($1,268 after-tax). Costs not, related to employee severance amounted to $816 (3816 after-tax).

Equity Earnings i in Aj_’ﬁhares Equity earnings in affiliates decreased $693 from $4, 005 in 2004 to $3,312in-2005,
due to decreased earnings at lhe Company 5 _]OlIlt venture mvestments m Talwan and Chlna

Other Income.  Other income mcreased to $4 689 in 2005 from $3 542 in 2004 The increase was primarily due to
the settlement of legal disputes totaling $1,418 in 2005. . - ¢

Interest Expense. . Interest expense increased to 3;7,947 in 2005 from $6,‘143 in 2004 because of higher interest
‘Tates. o ‘ P ,

Income Taxes. lncome taxes, for 2005 were $31 593 on income before income taxes of $153, 899 ‘an effccuve rate
of 20.5%, as compared with income taxes of $27,181 on income before income taxes of $107,777 or an effective
rate of 25.2% for 2004. The effective rates for 2005, and 2004 are lower than the Company'’s statutory rate pnmanly
because of the utilization of foreign and domestic tax credits, lower taxes on non-U.S. earnings, and non-recurring
items in 2005 including the resolution of prior years’ tax liabilities of $8,711, an adjustment to state deferred income
taxes totaling $1,807, and a net favorable tax benefit of $1, 146 associated with repatriation of foreign earnings. The
deferred tax adjustment reflects the impact of a one-time state income tax benefit relating to changes in Ohio tax
laws, including the effect of lower tax rates. Excluding these items the Company’s effective tax rate for.2005 was
28.1%. The increase in the effectwe tax rate, excludmg these items, is primarily related 10 an increase in pre-tax
income. .+ - - . . . ) .

' Net Income. Netincome for 2005 was $122,306 compared to $80,596 in 2004. Diluted earnings per share for 2005
were $2.90 compared to $1.94 per share in 2004. Foreign currency exchange rate movements did not have a material
effect on net income in 2005 or 2004, : !
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LIQUIDITY AND CAPITAL RESOURCES

The Company s cash'flow from operations, while cychcal has been rehable and consistent. The Company has

relanvely unrestricted access to capital markets. Operatlonal cash ﬂow is a key driver of liquidity, providing cash

and access to capital markets. In assessing liquidity, the Company revtews working capital measurements to define

areas of improvement. Management anticipates the Company will be able to satisfy cash relqmrements for its

ongoing businesses for the foresecable future primarily with cash geperated by operations, existing cash balances
" and, if necessary, borrowmgs under its exlstmg credit facilities. B : |

The followmg table reflects changes in key cash ﬂow measures: |

& : N Year Ended December 31, Change .
(Dollars in thousands) . L2006 : 2005 © 2004 2006 vs. 2005,; 2005 vs. 2004
Cash prov1ded by operaung activities: - $118,680 ~$117,024 $51,260  $ 1,656 | $ 65,764
Cash used by investing activities: (89,715)  (69473)  (58,490) . (20,242) ! (10,983}
Capital expenditures - : {76,002) (50,415)  (56,441) (25580 ' 6026
Acquisitions of businesses, net of o _ ' Vo
~ cash acquired : (25,504) (78,174) - (11,815) 52,670 - (66,359)
Cash used by financing activities: 17,729y - (31,992) (14,680) 14,263 4 (17,312)
- Payments on long-term borrowings (B,147 - (15471 - (5,178 12324° | - (10,293)
" Proceeds from exerc1se of stock ' C i o T
options ' © 13,618 v 21,230 22,555 (7.612) 1 ©(1,325)°
Purchase ‘of ‘shares for treasury- o (126) - (12,803) (4,368) 12,677 ! (8,435)
Cash dividends paid to shareholders (32,275) (30,037)  (27,485) (2,238) : (2,552)
Increase (decrease) in Cash'and cash \ ‘ - N
equivalents . | 12,205 15188 " (21,066) .  (2,983) . 36,254

2006 COMPARED TO 2005

Cash and cash equivalents increased 11,3%, or $12,205, to $120,212 as of December 31, 2006, from $108,007 as of
. December 31,-2005. This compares to 2 $15,188 increase in cash and cash equivalents during 2005

Cash provided by operating activities increased by $1,656 for 2006 compared to 2005. The i incredse was pnmanly
related to an increase in net income partially offset by an increase in working capital levels when compared to 2005.
Average working capltal to sales was 25. 8% at December 31, 2006 compared to 24.7% at December 31, 2005: Days
sales in inventory increased from 114.8 days at December 31, 2003 to 117.3 days at December 31, 2006. Accounts
receivable days increased from 56.1 days at December 31, 2005 to 57.7 days at December 31, 2006. Average days in
accounts payable decreased to 38.9 days at December 31, 2006 from 40.2 days at December 31, 2005.

Cash used by:investing activities for 2006 compared to 2005 reflects a-decrease in cash used in the acquisition of
businesses of $52,670, and a decrease in net proceeds received from the sale of marketable securities of $55,441 in
2005 In addition, capital expenditures during 2006 were $76,002, a $25,587 increase from 2005 The Company
annclpates capltal expenditures-in 2007 of approxxmately $75,000. Anticipated capnal expend;tures reflect plans to
'expand the’ Company 5 manufacturlng capacity due to an increase in customer demand andl the Company’s
continuing mtemanonal expansion. Management crmcally evaluates all proposed capital expendltures and requires
each project to increase efficiency, reduce costs, promote business growth, or to improve the overall safety and
environmental conditions of the Company’s facilities. Management does not currently anticipate. any unusual future
cash outlays relatmg to capltal expendltures 7 I

Cash used by ﬁnancmg activities decreased $14,263 in 2006 compared to 2005. The decrease was plmnanly duetoa
decrease in treasury share purchases of $12, 677, less of a reduction in debt in 2006 of $6,193 and tax benefits from
_ the exercise of stock options of $5,243. This decrease was partially offset by a decrease in proceeds received from
stock option exermses of $7, 612 o !

: The Company’s ‘debt levels decreased from $166 016 at December 31 2005 to $161,099.at December 31, 2006.
‘Debt to total capitalization decreased to 15.9% at December 31, 2006 from 20. 3% at Decemberl 31, 2005.
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The Company’s. Board of Directors authorized sﬁare repurchase programs for up to-15 -million shares of the
Company’s common stock. Total shares purchased through the share repurchase programs were 10,243,988 shares
at a cost of $216,392 through December 31, 2006: ~ .- = . * =~ - bl :

* In January 2007, the Compa_n); paid a quarterly casﬁ diviﬂend of 22 ;;ents pe} ‘share, or $9,403 to sharcholderé of

record on Decén_lber 31, 2006.

2005 COMPARED TO 2004

. Ca-sh and cash equivalents. incféascd 16.3%, or $15.188 to $108,007 ‘as o‘f Degembef 31; ﬁOO_S, from $92,8}9 as of

ljece;nbpr 31, 2004. This compares to a $21,066 decrease in cash and cash equivalents during 2004. .

Cash provided by operating activities increased by $65,764 for 2005 compared to 2004. The increase was primarily
related to an increase in Net income and less of an increase in working capital when compared to 2004, Accounts
receivable and Inventories increased less in the current year as the Company did not experience a growth in sales
during 2005 as significant as 2004. Days’ sales in inventory decreased from 120.6 days at December 31, 2004 to
114,8 days at December 31, 2005, and accounts receivable days decreased from 60.7 days at December 31, 2004 to
56.1 days at December 31, 2005. Average days in accounts payable decreased-to 40,2 days at December 31, 2005
from 43.1 days at December 31, 2004. BRI . S o .

1

Cash used by investing activities increased $10,983 for 2005 compared to 2004. The increase was primarily duie to
the acquisition of J.W. Harris for approximately $71,000, net of cash acquired. This was partially offset by a net
increase in the proceeds from the sale of marketable securities of $49,2'6_‘3. Capital expenditures during 2005 were
$50,415, a $6,026 decrease from 2004. ' o - .

¥ ¥

C:ash used by financing activities ilncreased $1 73 12 in 2005 compared to 2004. The increase was primarily.due to an
increase in payments on long-term borrowings of $10,293 and an increase in treasury share purchases during 2005
of $8,435, partially offset by an increase in short-term borrowings of $5.293. - ‘

The Company’s debt levels decreased from $167,374 at December 31, 2004, to $166,016 at December 31, 2005.
Debt to total capit_ali;ation decreased to 20.3% at December 31, 2005, from 22.5% at Dec‘ember 31, 2004,

~ During 2005, the Comp.any—purchaéed 429,890 shares of its common stock on the open market at a cost of $12,803

Total shares purchased through the share repurchase programs were 10,241,673 shares at a cost of $216,266 through
December 31, 2005. ' . " .

A total of $30,037 in dividends was paid during 2005, In January 2006, the Compay paid a quarterly cash dividend
of 19 cents per share to shareholders of record on December 31, 2005. W : -

Rationalization T

In 2005, the Company committed to a plan to rationalize manufacturing opéralions"(the “Ireland Rationalization™)
at ‘Harris Calorific Limited (“Harris Ireland”). In connection with the Ireland Rationalization, the Company is
transferring all manufacturing currently taking place at Harris Ireland to a lower cost facility in Eastern Europe and
has sold the facility in Ireland for $10,352. A total of 66 employees will-be impacted by the Ireland Rattonalization.

" The Company expects _to"_ incur a charge of appfoxirﬁately $4.000 (pre-tax) associated with émployee severance

costs, equipment relocation, employee retention and professional services, In addition, the Company recorded a
gain of $9,006 (pre-tax) on the sale of the facility in Ireland which is reflected in Selling, general and administrative
expenses. e ’ ‘ o

The Company has incurred a total of $3,989 ‘(pre-.tax) in charges related to this plan of which.$3,478 (pre-tax) \ya's
incurred in 2006. Cash expenditures are expected to be paid through 2007 with the expected completion of the

Ireiand Rationalization occurring in the first half of 2007. As of December 31, 2006, the Company has recorded a
liability of $2,296 for charges related to'these efforts. S L ’ o

In 2004, the Company committed to a plan to rationalize machine manufacturiné (the “French Rationalization™) at
Lincoln Electric France, S.A.S. (“LE France”). In connection with the French Rationalization, the Company

transferred machine manufacturing performed at LE France to other facilities. The Company commiited to the
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French Rationalization as a result of the region’s decreased demand for locally-manufactured machines. In
connection with the French Rationalization, the Company incurred a charge of $2,292 (pre-tax), of which $1,188
(pre-tax) was incurred in 2005 and $1,104 (pre-tax) in 2004. Employee severance costs associated with the
termination of approximately 40 of LE France’s 179 employees were $2,123 (pre-tax). Costs not relating to
employee severance primarily included warehouse relocation costs and professional fees. !
I
Acquisitions ‘ . A .1 :
On October 31, 2006, the Company acqmred all of the outstanding stock of Metrode, a pnvately held manufacturer
of spec:alty welding consumables headquartered near London, England, for approximately $25, 000 in cash: The
Company began consolidating the results of Metrode in the Company’s consolidated financial statements in
November 2006. The purchase price allocation for this investment resulted in goodwill of apprommately $4,000.
The Company expects this acquisition to provide high quality, innovative solutions for many high-end specialty

applications, including the rapidly. growmg power generation and petrochemical industries. Annual sales are
- approximately $25,000. ‘ :

On April 29, 2003, the Company acqulred all of the outstanclmg stock of I.W. Harris, a pnvatcly held brazing and
soldering alloys manufacturer headquartered in Mason, Ohio for approximately $71,000 in cash and $15,000 of
assumed debt. The Company began consolidating the results of J.W. Harris operations. in the Company’s
consolidated financial statements in May 2005. The. purchase price allocation for this investment resulted in
goodwill of $13,263. This acquisition has provided the Company with a strong commplementary metals -joining
technology and a leading position in the brazmg and soldering alloys market. J.W. Hartis has manufacturmg plants
in Ohio and Rhode Island and an international distribution center located in Spam ‘

The Company continues to expand globally and periodically looks at transactions that_ would invelve significant
investments. The Company .can fund its global expansion plans with operational cash. flow, but a significant
acqunsmon may require access to capital markets, in particular, the public and/or private bond market, as well as the
syndlcated bank loan market. The Company’s financing strategy is to fund itself at the lowest after—tax cost of
" funding. Where possible, the Company utilizes operational cash flows and raises capltal in the most efficient
market, usually the U.S., and then lends funds to the specific subsidiary that requires funding. If additional
acqulsmons prov1d1ng appropnalc financial benefits become avallable additional expendltures may be made.

u

Debt ' , - - ' e R

During March 2002, the Company issued Senior Unsecured Notes (the “Notes”} totaling $150, OOO through a pnvate
placement. The Notes have original maturities ranging from five to ten years with a weighted average interest rate of
6.1% and an average tenure of eight years. Interest is payable semi-annually in March and September. The proceeds
are being used for general corporate purposes, including acquisitions, The proceeds are generally invested in short-
term, highly liquid investments. The Notes contain certain affirmative and negative covenants, including restric-
- tions on asset dispositions‘and financial covenants (interest coverage and funded debt-to- “EBITDA” ratios). As of

December 31, 2006, the Company was in compliance with all of its debt covenants, ,

The maturity and interest rates of the Notes follow (in thousands):

Amount ‘

Due Matures Interest Rate v

Scrieé A e s $40,000  March 2007 5.58% ; '
Series B . $30,000 March 2009 5.89% ;
Series C C $80 000 March 2012 6.36% y

Dunng March 2002, the Company entered into floating rate interest rate swap agreements totaling $80000 to
convert a portion of the outstanding Notes from fixed to floating rates. These swaps were designated as fair value
hedges, and as such, the’ gain or loss on the derivative instrument, as well as the offsetting gain or loss on the hedged
item attributable to the hedged risk were recognized in earnings. Net payments or receipts under these agreements
were recognized as adjustmenls to interest expense. In May 2003, these swap agreements were terminated. The gain
on the termination of these swaps was $10,613, and has been deferred and is being amortized as an offset to interest
¢xpense over the remaining life of the instrument. The amortization of this gain reduced interest expense by SIBZ 117
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* in 2006 and 2005 and.$2,123 in.2004, and is expected to reduce annual interest expénse by $1,121 in-2007. At
December 31, 2006, $2,834 remains-to be amortized of which $2,668 is recorded.in “Long-term debt, less current
portion” and $166 is recorded in “Current portion'of long-term debt.” The financing costs related to'the $150,000
private placement are further reduced by the interest income earned on the cash balances. These short-term, highly
* liquid mvestments earned $3,374, $1, 985 and $1,756 dunng 2006 2005 ‘and 2004, respect1ver

Dunng July 2003 and Apnl 2004 the Company entered into various ﬂoatmg rate interest rate swap agreements
. totaling $110,000, to convert a portron of the outstandmg Notes-from fixed to floating rates based on the London

_ Inter-Bank Offered Raté (“LIBOR™), plus a spread of between 179.75 and 226.50 basis points. The variable rates are
reset every six months, at which time payment or receipt of interest will be settled. These swaps are desrgnated as
fair value hedges, and as such, the gain or loss on the derivative instrument, as well as the offsettmg gam or loss on'_
the hedged item attributable to the hedged risk are recognized i in carnings. Net payments or receipts under these
‘agreements are* recogmzed as_adjustments to. 1nterest expense: ;| . P S

The fair value of these swaps is recorded in “Other long-term lrabrlmes ‘with d corresponding ¢ decrease in “Long— "
. term debt.” The fair value of these swaps at December 31, 2006 and 2005 was $3 428 and $2 964 respecnvely

Termmated swaps have mcreased the value of the Senes A Notes from $40 000 to $40 166 as of December 31, 2006.
Active and terminated swaps have increased the value of the Series B Notes from $30,000 to $30,676 and decreased
the value of the Series C Notes from $80,000 to $78,564 as of December 31, 2006. The weighted’ average effecuve
rate on the Notes net of the impact of active and terminated swaps was 5.3% for 2006.

Revolving Credit Agreement ' -
In 2004, the Company entered into a new $175,000, five-year revolvmg Credtt Agreement This agreement replaced
the Company’s prior $125,000, three- -year revolvmg «credit facility entered into on April 24, 2002. The Credit
Agreement may be used for general corporate purposes and may be increased, subject to certain conditions, by an
additional amount up to $75,000. The interest rate on borrowmgs under the Credit Agreement is based on either
LIBOR plus.a. spread based on the Company’s léverage ratio or the pnme rate, at the Company’s election. A
quarterly facility fee is payable based upon the daily aggregate amount of commitments and the Company’s
" leverage ratio. The Credit Agreement contains customary affirmative and negatrve covenants for credit facilities of
this type, including llmttauons on the Company and its subsidiaries with respect to indebtedness, liens, investments,

distributions, mergers and acqutsmons dispositions of assets, subordinated debt and transactlons wrth affiliates. As
of December 31, 2006, there-are no borrowings under the Credit Agreement : SR :

.S'hort term Borrowings

-

The Company’s short-term borrowings included in Amounts due banks were $6,214 and $7 143 at December 31,
2006 and 2005, respectively, and represent the borrowmgs of forergn subsrdlanes at welghted average mterest rates .
of 6.57% and 10.35%, respectively. :

Contractual Obllgatrons and Commercral Commrtments

The Company’s contractual obligations and cornmercnal commitments (as defined by Sectlon 13(1) of the Securmes
Exchange Act of 1934) as of December. 31 2006 are as follows (in thousands): :

. Payments Dué By Perlod l _
2008to 20100 "~ 2012 and

_Totat -, +2007  -2009°- 2011 °. Beyond:
Long-term debt o $152,051 ~$40,078 $30,i61 ~$ 278 $81,534
Interest on long-term debt I 35086 9407' - 13,133 9818 2728
Capital lease obligations o o 3427 . 704 71,033 1 122~ 568
Short-term debt - o a4 6240 — - =
Operating leases . .0 o_30759 8848 11868 _ 4502 5541
Total contractual cash obligations . .- $327,537  $65251 $56,195 $15720  $90,371

>
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The Company has provided a guarantee on loans for an unconsolidated joint venture of approximately $8,027 at
December 31, 2006. The guarantee is provided on four separate loan agreements. Two loans are for $2,000 each,
one which matures in June 2007 and the other maturing in May 2009. The other two loans mature in October 2010,
one for $2,709 and the other for $1,318. The loans were undertaken to fund the joint venture’s working capital and
capital improvement peeds. The Company would become liable for any unpaid principal and accrued interest if the
joint venture were to default on payment at the respective matunty dates. The Company believes the likelihood is
remote that material payment will be requ1red under these arrangements because of the current financial condition
of the joint venture. : i

1

Stock-Based Compensation . '

On Apri] 28, 2006, the shareholders of the Company approved the 2006 Equity and Performance Incentive Plan
(“EPI Plan’"y which replaces the 1998 Stock Plan, as amended and restated in May 2003. The EPI Pian provides for
the granting of options, appreciation rights, restricted shares, restricted stock units and performance-based awards
up to an aggregate of 3,000,000 of the Company's commeon shares. In addition, on April 28, 2006, the shareholders
of the Company approved the 2006 Stock Plan for Non-Employee Directors (“Director Plan™}, which replaces the
Stock Option Plan for Non-Employee Directors adopted in 2000. The Director Plan provides for the granting of
options, restricted shares and restricted stock units up to an aggregate of 300,000 of the Company’s common shares.

In 2006, there were 241,818 options and restricted shares granted under the EPI Plan. In 2005, 414,855 options and
restricted shares were granted under the 1998 Stock Plan. The Company issued 561,218 and 964,254 shares of
common stock from treasury upon exercise of employee stock options during the 2006 and 2003, respectively. The
Company issued 8,411 shares of common stock from authorlzed but unissued shares upon vesting of deferred shares
durlng 2006.

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123 |(Revised 2004),
“Share-Based Payment,” which is a revision of SFAS No. 123, “Accounting for Stock-Based Compensation.”
SFAS No. 123(R) supersedes APB Opinion No. 25, “Accounting for Stock Issued to Employees.” Generally, the
approach in SFAS No. 123(R) is similar.to the approach described in SFAS 123. SFAS No. 123(R) requires all
share-based payments to employees, including grants of employee stock options, to be recognized in the income
statement based on their fair values. Pro forma disclosure is no longer an alternative. The Company adopted
SFAS No. 123(R) on January 1, 2006 using the modified-prospective method. The adoption of the standard did not
have a material impact on the Company’s financial statements as the Company adopted fair value accounting under
SFAS No. 123 on Janvary 1, 2003.

Prior to 2003, the Company applied the intrinsic value method permitted under SFAS No. 12'3, as defined in
Accounting Principles Board (“*APB”) Opinion No. 25, “Accounting for Stock Issued to Employees” and related
interpretations, in accounting for the Company’s stock option plans. Accordingly, no compensation cost was
~ recognized in years prior to adoption. I

Total stock-based compensation expense recognized in the consolidated statement of income for 2006, 2005 and
2004 was $4,217, $3,527 and $4,145, respectively. The related tax benefit for 2006, 2005 and 2004 was $1,612,
$1,348 and $1,617, respectively. i . . :

As of December 31, 2006, total unrecognized stock-based compensation expense related to nonvested stock options
and restricted shares was $7,745, which is expected to be recognized over a weighted average period of
approximately 33 months,

The aggregate intrinsic value of options outstanding at December 31, 2006, based on the Company's closing stock
price of $60.42 as of the last business day of the period ended December 31, 2006, which would have been received
by the optionees had ali options been exercised on that date was $45,022. The aggregate intrinsic value of options
exercisable at December 31,2006, based on the Company s closing stock price of $60.42 as of the last business day
of the period ended December 31, 2006, which would have been received by the optionees had all options
exercisable been exercised on that date was $37,982, The total intrinsic value of stock options exercised during 2006
and 2005 was $15,899 and $22,690, respectively. Intrinsic value is the amount by which the 'fair value of the

underlying stock exceeds the exercise price of the options. '
I
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Product Liability Expense . g N A )

Product liability ‘expenses have been increasing, particularly with rcspcc‘l o welding fume claims, as more cases

proceed to trial. The costs associated with these claims are predominantly defense costs, which are recognized in the
. periods incurred. These expenditures increased $7 585 in 2006 compared to 2005. See Note N. The long- -term
+ -impact of the welding fume loss contingency, in the aggregate on operating cash flows and capital markets access is
difficult to assess, particularly since claims are in many different stages of development and the Company benefits
51gn1ﬁcantly from cost sharing with co-defendants and insurance carriers. Moreover, the Company has been largely
successful to date in its defense of these claims and indemnity payments have been immaterial. If cost sharing
dissipates for some currently unforeseen reason, or the Company’ s trial experience changes overall, it is possible on
a longer term basis that the cost of resolving this loss contmgency could matenally reduce the Company ] operatmg
results and cash ﬂow and restrict capital market access. : : '

OFF-BALANCE SHEET FINANCIAL INSTRUMENTS

The Company utilizes letters of credit to back certain paymcm and performance oblngatlons Letters of credit are -
subject to limits based on amounts outstanding under the Company's Credit Agreement. The Company has also
provided a guarantee on loans for an unconsolidated joint venture of approximately $8,027 at December 31, 2006.
The Company believes the likelihood is remote that material paymem will-be requu'ed under. this arrangcment
because of the current ﬁnanmal condition of the _|omt venture.

NEW ACCOUNTING PRONOUNCEMENTS

In September 2006, the FASB issued SFAS No 158 “Employers Accounrmg for Deﬁned Benefir Pens:on and Other
Postretirement Plans — an amendment of FASB Statements No. 87, 88, 106, and 132(R)." ' SFAS No. 158 requires
companies to recognize the funded status of a benefit pldn as the difference between plan assets at fair value and the |
projected benefit obligation. Unrecognized gains or losses and prior service costs, as well as the transition asset or
obligation remaining from the initial application of Statements 87 and 106 wili be recognized in the balance sheet,
net of tax, as a component of Accumulated other comprehensive income and will subsequently be recognized as
components of net periodic benefit cost pursuant to the recognition and amortization provisions of those State-
ments, In addition, SFAS No. 158 requires additional disclosures about the future effects on net periodic benefit cost
that arise from the delayed rccogmtlon of gains or losses, prior service costs or, credits, and. transition asset or
obligation. SFAS No. 158 also requires that defined benefit plan assets and obligations be measured as of the date of
the employer’s fiscal year-end balance sheet. The recognition and disclosure provisions of SFAS No. 158 are
effective for fiscal years ending after December 15, 2006. The requirement to measure plan assets and benefit
obligations as of the date of the employer’s fiscal year-end balance sheet is effective for fiscal years ending after
December 15, 2008. The Company measures plan assets and benefit obhgathns of its defined benefit plans as of its
balance sheet date. The Company adopted SFAS No. 158 as of December 31, 2006 (See Note I.

In September 2006, the FASB issued SFAS No. 157 “Fair Value Measurements.” SFAS No. 157 defines fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and expands
disclosures about fair value measurements. SFAS No. 157 does not require any new fair value measurements,
rather it applies under existing accounting pronouncements that require or permit fair value measurements.
SFAS No. 157 is effective for fiscal years beginning after November 15, 2007. The Company will adopt
SFAS No. 157 as required. The Company is currently eva]uatmg the lrnpact of SFAS No. 157 on its financial
statements.

In September 2006, the Securities and Exchange Commission (“SEC”) issued Staff Accounting Bulletin No. 108
(SAB 108} “Considering the Effects of Prior Year Misstatements in Current Year Financial Statements.” SAB 108
provides guidance on quantifying financial statement misstatements, including the effects of prior year errors on
current year financial statements. SAB 108 is effective for periods ending after November 15, 2006. The Company
adopted SAB 108 as of December 31, 2006 with no material impact to its financial statements.

In July 2006, the FASB issued Interpretation No. 48 (“FIN 48™), “Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement No. 109." FIN 48 clarifies the recognition threshold and measurement attribute for
the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return.
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FIN 48 also provides guidance on derecognition, classification, interest and penalties, accountmg in interim
periods, disclosure and transmon In ‘addition, FIN 48 requires the cumulative effect of adoption to be recorded as an
adjustment to the opening balarice of rétained earnings. FIN 48 is effective for fiscal years beginning after
December 15, 2006. The Company w1ll adopt this interpretation in the first quarter of 2007. The Company is in the
process of determining the 1mpact of this lnterpretauon on its financial statements.

1

In November 2004, the FASB issued SFAS No. 151 “Inveritory Costs — an amendment of ARB No. 43, Chapter4.”
This Statement amends the guidance in Accounting Research Bulletin No. 43 to require idle facility expense,
freight, handling costs, and wasted material (spoilage) be recognized as' current-period charges. In addition,
SFAS No. 151 requires the allocation of fixed production overheads to the costs of conversion be based on the
normal capacity of production facilities. SFAS No. 151 is effective for inventory costs incurred during fiscal years
beginning after June 15, 2005, The Company adopted SFAS No. 151 on January 1, 2006 with no miaterial impact to
its financial statements.

CRITICAL ACCOUNTING POLICIES

The Company’s consolidated financial statements are based on the selection and applicati_orl of significant
accounting policies, which require management to make estimates and assumptions. These estimates and
assumptions are reviewed periodically by management and compared to historical trends to determine the accuracy
of estimates and assumptions used. If warranted, these estimates and assumptions may be changed zis current trends
are assessed and updated. Historically, the Company’s estimates have been determined to be reasonable. No
material changes to the Company’s accounting policies were made during 2006, The Company believes the
following are some of the more critical judgment areas in the application of its accounting policies that affect its

financtal condition and results of operations.
. . . 1

gre

Legal And Tax Contingencies '_ ‘ , ) . )

The Company, like other manufacturers is" subject from time to time to a vanety of civil and administrative
proceedings arising in the ordinary course of business. Such claims and litigation include, without limitation,
product liability claims and health, safety and environmenta) ¢laims, some of which relate to cases al]egmg asbestos
and manganese-induced illnesses. The costs associated with these claims are predominantly defense costs, which
are recognized in the periods incurred. Insurance reimbursements mitigate these costs and, where reimbursements
are probable, they are recognized in the applicable period. With respect to costs other than defense costs (i.e., for
liability and/or settlement or other resolution), reserves are recorded when it is probable that the contingencies will
have an unfavorable outcome. The Company accrues its best estimate of the probable costs, after a review of the
facts with management and counsel and taking into account past experience. If an unfavorable out¢ome is
determined to be reasonably possible but not probable, or if the amount of loss cannot be reasonably estimated,
disclosure is provided for material claims or litigation. Many of the current cases are in differing procedural stages
and information on the circumstances of each claimant, which forms the basis for judgments as to the validity or
ultimate dlsposmon of such actions, will vary greatly. Therefore, in many situations a range of possible losses
cannot be made. Reserves are ad]usted as facts and circumstances change and related management assessments of
the underlying merits and the likelihood of outcomes change. Moreover, reserves only cover identified and/or
asserted claims. Future claims could, therefore, give rise to increases to such reserves, See Note N to the
Consolidated Financial Statements and the. Legal Proceedings section of this Annual Report on Form 10-K for
further discussion of legal contingencies.

The Company is subject to taxation from U.S. federal, state, municipal and international jurisdictions. The
calculation of current income tax expense’ is based on-the best information available and involves significant
management judgment. The actual income tax liability for each jurisdiction in any year can in some instances be
ultimately determined several years after the ﬁnancnal statementis are published.

The Company maintains reserves for estimated income tax exposures for many jurisdictions. Exposures are settled
primarily through the settlement of audits -within each individual tax jurisdiction or the closing of a statute of
limitation. Exposures. can also be affected by changes in applicable tax law or other factors, which may cause

|
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- management to believe a revision of past estimates is appropriate. Management believes that an appropriate liability :

has been established for income tax exposures; however, actual results may materially differ from these estimates. _

Deferred [ncome Taxes

Deferred income taxes are recogmzed at currently enacted tax rates for temporary dlfferences between the ﬁnancral
reporting and income tax bases of assets and liabilities and operatmg loss and tax credit carry forwards. The

'Company docs not provide deferred i tncome taxes on unrémitted earnings of certam non—U S. sub51dranes which are -

deemed permanently rernvested Itis ‘ot practicable to calculate the deferred taxes assocrated with the remntance of -

thesé earnings. 'Deferred income taxes of $0.4 million have been provrded on eamings | of $3.7 million that are not

expected to be permanently reinvestéd, At December 31, 2006, the Company had approxrmately $72,502 of gross
deferred tax assets related to deductible temporary drfferences and tax loss and credit carry forwards which may
reduce taxable i income in future years. :

In assessmg the realizability of deferred tax assets, the Company assesses whether it is more- ltkely than not that a
portlon or, ‘all of the deferred tax assets will not be realized: The Company consrders the scheduled reversal of
deferred fax liabilities, tax planning strategies, and projected future taxable income in maklng this assessment. At
December 31, 2006, a valuation allowance of $30, 189 had been recorded against these deferred tax assets based on
this assessment The Company believes it is more likely than not that the tax benefit of the remarnmg net deferred
tax assets will be realized. The amount of net deferred tax assets consrdered realizable could be increased or reduced
in the future if the Company’s assessment of future taxable income or tax planmng strategles changes.
Pensions.

x

‘The Company and its subsrdlanes ‘maintain a number of defined benefit and defined contnbutron plans to provrde

retirement, beneﬁts for employees in the U.S., as well as employees outside the U.S. These plans are mamtamed ‘and
conmbutlons are made in accordance with the Employee | Retirement Income Secunty Actof 1974 (“ERISA”) local

Astatutory law or as determined by the Board of Directors. The plans generally provide beneﬁts based upon years of
~ Service and compensation. Pension plans are funded except for a domestic non-quahﬁed pensron plan for certam

key employees and certam forergn plans

In September 2006, the FASB issued SFAS No: 158 which requ1res compantes to recognlze the funded status of a
benefit plan-as the dlfference between plan assets at fair value and the pro_]ected benéfit obl1gatron Unrecognized

. gains or losses and prior service costs, as well as the transition asset or obligation remaining from the initial

application of Statements 87 and 106 will be recognized in. the balance sheet, net of tax, "as a component of
Accumulated other comprehensrve income and will subsequently -be recogmzed as components of net periodic
benefit cost pursuant to the recognition and-amortization provrsrons of those Statements The Company adopted

-SFAS No. 158 on December 31, 2006.

A substantral pomon of the Company s pension amounts relate to its deﬁned beneﬁt plan m the Umted States The
market related -value of plan assets is determmed by fatr values at. December 31 :

5

A significant element i in determining the Company § pension expense 1s the expected return on plan assets. At the

.end of each year, the expected return on plan assets is determined based on the welghted average expected return of

the various asset classes in the plan’s portfoho and the targeted allocation of plan assets. The asset class return is

~ developed using historical asset return performance, as well as, current market condrttons such as inflation, interest
.rates and equity market performance. The. Company determined this rate to be 8.5% for its U.S. .plans at :-

December 31, 2006 and 2005. The assumed long-term rate of return on assets is applied to’ the market value
of plan assets. This produces the éxpected return on plan assets included in pension expense. The dlfference
between this expected return and the actual return on- plan dssets.is deferred and amortized over the average
remaining service period of active employees expected to receive beneﬁts under the plan. The amortization of the

" net deferral of past losses will increase future pension expense. During 2006, investment returns in the Company’s

U.S. pension plans were approximately 13.7% compared to 7.7% in 2005. A 25 basis point change in the expected
return on plan assets would increase or decrease pension expense by approximately $1,400.
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Another significant element in determining the Company’s pension expense is the discount rate for plan liabilities.
At the end of each year, the Company determines the discount rate to be used for plan liabilities by:referring to
investment yields available on long-term bonds rated Aa- or better. The Company also considers the yield derived
from matching projected pension payments with maturities of a portfolio of available non-callable bonds rated Aa-
or better, The Company determined this rate to be 6.0% for its U.S. plans at December 31, 2006. A 25 basis point
change in the discount rate would increase or decrease pension expense by approximately $2,000.

The Company made voluntary contributions to its U.S. deﬁned benefit plans of $17,500, $31,500 and- $30 000 in-
2006, 2005 and 2004, respectively. The Company expects to voluntarily contribute $10,000 to its U.S. plans in 2007.
Based on current pension funding rules the Company does not anticipate that contnbutlons to the plans woutd be
reqmred in 2007. ! :

Pension expense relating to the Company s defined benefit plans was $17,926, $21,328 and $20,847 in 2006, 2005
and 2004, respectively. The Company expects 2007 pension expense to decline by approximately $IO,663. '

In the first quarter 2006, the Company modified its retirement benefit programs whereby employeés of its
U.S. Company hired on or after January 1, 2006 will be covered under a newly enhanced 401(k)" defined
contribution plan. In the second quarter of 2006, current employees of the U.S. Company made an election to
either remain in the Company’s existing retirement programs or switch to new programs offering enhanced defined
contribution benefits, improved vacation and a reduced defined benefit. The Company did not incur a significant
change in retirement costs immediately after the change, however, the Company does expect cost savipgs in future
years as a result of reduced benefits to be accrued for employees hired on or after January 1, 2006. '

L

v

Inventories and Reserves

Inventories are valued at the lower of cost or market For most domestic inventories, cost is determmed principally
by the last-in, first-out (LIFO) method, and for non-U.S. inventories, cost is determined by the ﬁrst -in, first-out
(FIFO) method. The valvation of LIFO inventories is made at the end of each year based on inventory levels and
costs at that time. The excess of current cost over LIFO cost amounted to $68,985 at December 31, 2006. The
Company reviews the net realizable value of inventory in detail on an on-going basis, with conSIderanon given to
deterioration, obsolescence and other factors. 1f actual market conditions differ from those pro_]ected by manage-
ment, and the Company’s estimates prove to be inaccurate, write-downs of inventory values and adjustments to cost
of sales may be required. Historically, the Company’s reserves have approximated actual experience.

Accounts Receivable and Allowances i

The Company maintains an allowance for doubtful accounts for estimated losses from the failure of its customers to
make required payments for products delivered. The Company estimates this allowance based on the age of the
related receivable, knowledge of the financial condition of customers, review of historical receivableg and reserve
trends and other pertinent information. If the financial condition of customers detertorates or an unfavorable trend in
receivable collections is experienced in' the future, additional allowances may be required. Hlstoncally, the
Company’s reserves have approximated actual experience.

t
Impairment of Long-Lived Assets - ! ;

In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived I‘zﬁlssers,” the
Company periodically evaluates whether current facts or circumstances indicate that the carrying! value of its
depreciable long-lived assets to be held and used may not be recoverable. If such circumstances are determined to
exist, an estimate of undiscounted future cash flows produced by the long-lived asset, or the appropriate grouping of ) l
assets, is compared to the carrying value to determine whether impairment exists. If an asset is determined to be

impaired, the loss is measured based on quoted market prices in active markets, if available. If quoted lnarket prices ‘
are not available, the estimate of fair value is based on various valuation techniques, including the discounted value ‘
of estimated future cash flows and established business valuation multiples. I

1
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The estimates of future cash flows, based on reasonable and supportab]e assumptions and projections, require
management's judgment. Any changes in key assumptions about the Company’s businesses and their prospects or
changes in market conditions, could result in-an impairment charge

Impairment of Goodwill and lntangib]es

The Company evaluates the recoverability of goodwill and intangible assets not subject to amortization as requrred
under SFAS No. 142 “Geodwill and Other Intangible Assets ” by comparing the fair value of each reporting unit
with its carrying value. The fair values of reporting units is determined using models developed by the Company
which incorporate estimates of future cash flows, allocations of certain assets and cash flows among reporting units,
future growth rates, established business valuation, multiples, and management judgments regarding the applicable
discount rates to value those estimated cash flows.

Item 7A. Quantitative and Quahtatwe Disclosures About Market Risk

\ .
- The Company s primary ﬁnam:tal market risks include fluctuations in currency exchange rates, commodlty prices

and interest rates, The Company manages these risks by using derivative financial instrumenis in accordance with
established policies and procedures. The Company does not enter into derivatives or other financial instruments for
trading or speculative purposes.

N . ‘.. ' )

Included below is a sensmvuy analysrs based upon ahypothetical 10% weakening or strengthening in the U, S. dollar
compared to the December 31, 2006 forelgn currency rates, a 10% change in commodity prices, and a 100 basis
point increase in effective interest rates under the Company's current borrowing arrangements. The contractual
derivative and borrowing arrangements in effect at December 31, 2006 were compared to the hypothetical foreign
exchange, commaodity price, or interest rates in the sensmwty ana]ysrs to determine the effect on Income before
taxes, Interest expense, or Accumulated other comprehenswe loss. The analysis takes into consideration any offset
that would result from changes in the value of the hedged asset or liability.

", Foreign-Currency Exchange Risk o

The Company enters into forward foreign exchange contracts pnncrpa]ly to hedge the currency fluctuations in
transictions ‘denominated in forergn currencies, thereby limiting the Company s risk that would otherwise result
from changes in exchange rates. At December 31, 2006, ‘the Company hedged third party and intercompany
purchases and sales. At December 31, 2006, ‘the Company had foreign exchange contracts with a notional value of
approximately $39,950. At December 31; 2006, a hypothetical 10% weakening of the U.s. dollar would not
materially affect the Company’s financial statements

At December 31, 2006, the Company als6 had forelgn exchange contracts with a notional value of approximately
* $19,662 which hedged intercompany loans. Any loss resulting from a hypothetical 10% weakening of the
U.S. dollar would be offset by the associated gain on the underlying mtercompany loan receivable and would
not matenally affect the Company’s ﬁnancral statements.-

Commodity Price Risk

From time to time, the Company uses various hedging arrangements to manage exposures to price risk from
commodity purchases. These hedging arrangements have the effect of locking in for specrﬁed periods (at
predetermined prices or ranges of prices) the prices the Company will pay for the volume to which the hedge
relates. A hypothetical 10% adverse change in commodity prices on the Company’s open commodity futures at
December 31, 2006 would not matenally affect the Company’s financial statements.

Interest Rate Risk

The Company uses floating rate swaps to convert a portion of its $150,000 ﬁxed rate, long-term borrowings into
short-term variable interest rates. An increase in interest expense resultmg from a hypothetical increase of 100 basis
points in the December 31, 2006 floating rate would not materially affect the Company s financial statements.-See
discussion in “Item 7, Liquidity — Long-term debt.”
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The fair value of the Company’s cash and cash equivalents and marketable securities at Decerfnber 31, 2006,
approximated carrying value due to their short-term duration. These financial instruments are also subject to
concentrations of credit risk. The Company has minimized this risk by entering into investments with major banks
and financial institutions and investing in several high-quality instruments. The Company does'not cxpect any
counterparties to fail to meet their obligations. : .

Item 8. Financial Statements and Supplementary Data .

The response to this item is submitted in a separate section of this report following the signature page.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and i’rocedures

Conclusion i{egarding the Effectiveness of Disclosure Controls and Procedures | ;

Under the supervision and with the participation of management, including the Chief Executive Officer and Chief
Financial Officer, the Company conducted an evalvation of disclosure controls and procedures, as such term is
defined in Rule 13a-15(e) of the Exchange Act. Based on this evaluation, the Chief Executive Officer and Chief
Financial Officer concluded that the Company’s disclosure controls and procedures were effective as of the end of
the peried covered by this annual report. ,

Management’s Report on Internal Control Over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over
financial reporting, as such term is defined in Exchange Act Rule 13a-15(f). Under the supervision and with
the participation of the Company’s management, including the Chief Executive Officer and Chief Financial Officer,
the Company conducted an evaluation of the effectiveness of internal control over financial reporting as of
December 31, 2006 based on the framework in “Internal Control - Integrated Framework™ issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Based on the Company’s evalvation under
such framework, management concluded that the Company's internal control over financial reporting was effective

as of December 31, 2006. .

The Company’s assessment of effectiveness of internal control over financial reporting as of December 31, 2006 has
been audited by Ernst & Young LLP, the independent registered public accounting firm that audited the Company’s
financial statements included in this report, as stated in their attestation report which is included elsewhere in this

report.
Changes in Internal Control Over Financial Reporting

There have been no changes in the Company'’s internal controls over financial reporting that occurred during the
fourth quarter of 2006 that materially affected, or are reasonably likely to materially affect, the Company’s internal
control over financial reporting.

Item 9B. Other Information

None.

PART III |
Item 10. Directors, Executive Officers and Corporate Governance
The Company will file its 2007 proxy statement pursuant to Regulation 14A of the Exchange Act prior to April 30, 2007.

Except for the information set forth below concerning our Executive Officers, the information required by this item
is incorporated by reference from the 2007 proxy statement. t
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EXECUTIVE OFFICERS OF THE REGISTRANT . -

Name

John M Stropkn Jr

i .'
re

Vincent K. Petrella

Frederick G. Stueber
George D. Blankenship

Gretchen A. Farrell

Ralph C. Fernandez

Thomas A. Flohn
David M. LeBlanc

Robert K. Gudbranson

i

. Age

56

46

33

46

42

43

Position

Chairman of the Board since October 13, 2004; director since 1998; Chief
Executive Officer ‘and President since June 3, 2004; Chief Operating Officer
from May 1, 2003 to June 3, 2004; Executive Vice President from 1995-June 3,
2004; President North America 1996-2003.

Senior Vice President, Chief: Financial Officer and Treasurer since October 7,
2005; Vice President, Chief Financial Officer and Treasurer from February 4,
2004 to October 7, 2005 and Vlce President, Corporate Controller 2001-2003.

Senior Vice President, General Counsel and Secreta_ry.‘smce. 199q:_

Senior Vice President, Global Engineering since October 7, 2005; Vice
President, Global Engineering from May 5, 2005 to Qctober 7, 2005; Senior
Vice President, U.S. Operations of The Lincoln Electric Company since

. October 7, 2005; Vice President, Cleveland Operations of The Lincoln

Electric Company from June 6, -2005 to October 7, 2005; V:ce Presrdent
Engineering and Quallty Assurance of The Lincoln Elecric Company from
2000 to June 6, 2005.

* Vice President, Human Resources since May 5, 2005; Vice President, Human

Resources of The Lincoln Electric Company since March 1, 2003; Director,
Compensation and Benefits of The Lilleoln Electric Company 1997-2003.

Vice President; President, Lincoln Electric Latin America since September 1,
2005; Vice President; President, Lincoln Electric "Europe and Russia from .
January 1, 2002 to August 31, 2005; Vice President; President, Lincoln Electnc
Latin America from January 1, 1997 to December 31, 2001.

Vice President; President, Lincoln Asia Pacific since January 1, 2005; Vice
President of Sales and Marketing, Lincoln Electric Asia Pacific from May 1,
1999 to December 31, 2004,

Vice President; President; Liticoln Electric Europe and Russia sifce
September 1, 2005; Vice President; President, Lincoln Electric Latin
America from January 1, 2002 to August 31, 2005. .o

Vice President, Strategic Planning’ and Acquisitions since July 27, 2006;
Director, Strategic Planningrand Acquisitions from September 30, 2005 to
July 26, 2006. Prior to joining the Company, Mr. Gudbranson was the Director
of Business Development and Investor Relations at Invacare Corporation from
2002 to 2005 and its European Fmance Dlrector from 2000 to 2002,

Lt "t

The Company has been advised that there is no arrangement or understandmg among any one of the officers llsted
and any other persons pursuant to which he was elected as an officer. The executive ofﬁcers serve at the pleasure of

the Board of Directors.

s . a, L

Item 11. Executive Compensation

The information required by this item is incorporated by reference from the 2007 proxy statement.

Item 12. Security Ownershlp of Certain Beneficial Owners and Management and Related Stockholder

Matters

r

Except for the mformanon set forth below regardmg our equuy plans, the information required’ by this item is
incorporated by reference from the 2007 proxy statement,
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Equity Compensation Plan Information

. Number of Securities
"Remaining Available for
: . Future Issuvance Under
Number of Securities . ‘ : Equity, Compensation

1obelssued . Weighted Average " Plans (Excluding
Upon Exercise of Exercise Price of Securities Reflected .
' Outstanding Options  Quistanding Options in Column (a))
Plan Category o .. {a) . (b) . t () :
Equity compensation plans _ . ‘ o ,
approved by security holders 1,747,050 ° T $34.28 - 4,106,876
Equity compensation plans not S ‘ : '
approved by security holders < — . . N c .
Ce Con .- . i t
Total ‘ , 1,747,050 : $34.28 4 106,876

For further information on the Company’s equ1ty compensatmn plans see “Note A— Stgmﬁcant Accounting
Policies” and “Note E — Stock Plans” to the Company’s ﬁnancnal statements included in Item 8.

Item 13. Certain Relationships and Related Transactions, and Director Independence
The information required by this item{ is incorporated by reference from the 2007 proxyt statement.
i
. - . - . i !
The information required by this item is incorporated by reference from the 2007 proxy stz'tterflent.

Item 14. Principal Accountant Fees and Services

PART IV
. i
Hem 15. Exhibits and Financial Statetnertt Schedules

(a) (1) Financial Statements

The following consolidated financial statements of the Company are included in a separate section of this
report following the signature page.and certifications:

Report of Independent Registered Public Accounting Firm

Report of Independent Registered Public Accounting Firm on Internal Control Over Fmancnal Reporting
Consolidated Balance Sheets — December 31, 2006 and 2005

Consolidated Statements of Income — Years ended December 31, 2006, 2005 and 2004 |

Consclidated Statements of Shareholders’ Equity — Years ended December 31, 2006, 2005 and 2004 .
Consolidated Statements of Cash Flows — Years ended December 31, 2006, 2005 and 2004

Notes to Consolidated Financial Statements

{a) (2) Financial Statement Schedules '

The following consolidated financial statement schedule of the Company is included in a separate section of
this report following the signature page:

Schedule H — Valuation and-Qualifying Accounts
All other schedules for which provision is made in the applicable accounting regulation of the Securities and

. Exchange Commission are not required under-the related instructions or are inapplicable, al:‘ld therefore, have
been omitted. ‘ .
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(a) (3) Exhibits
Enhibit No.
©3(a)

‘ Desantmn : . .
Restated Amcles of [ncorporanon of meoln Electric Holdmgs Inc. (filed as Annex B to Form S-4 of

E Lincoln - Electric Holdings, Inc., Registration No. 333- 50435 filed -on Apnl 17, 1998 and

. mcorporated herein by reference and made a part hereof).

3(b)

© 10(a)

10(b) )

10(c)

10(d)

lOte) T

10()

10(g) -

10(h)
10(3i)

104)

.- Amended Code of Regulations of meoln Electnc Holdings, Inc. (filed as Exhibit 3(b) to Form lO Q
_of Lincoln Electric Holdings, Inc: for the three months ended March 31, 2000, SEC Flle No. 0-1402

and mcorporated herem by reference and made a part hereof).
Credit Agreement dated December 17, 2004 among Lincoln’ Electric Holdings, Inc., The

* Lincoln. Electric Company, Lincoln Electric International Holding Company, Harris Calorific,

Inc., Lincoln' Global, Inc., the financial institutions listed in'Annex A “thereof, and KeyBank

National Association, as Letter of Credit Issuer and Administrative Agent (filed as' Exhibit 10.1

to Form 8- of Lincoln Electric Holdings, Inc. filed on December 22, 2004, SEC File No; 0-1402 and

fmcorporated herein by reference and made a part hereof).
“Note Purchase Agreement dated March 12, 2002 between Lincoln Electric Holdings, Inc and The

Lincoln.Electric Company and the Purchasers listed in Schedule A thereof (filed as Exhibit 10(q) to

. Form 10-Q of Lincoln Electric Holdings, Inc. for the three months ended March 31, 2002, SEC File

No. 0-1402 and incorporated herein by reference and-made a part hereof).

_Amended and Restated Note Purchase and Privite Shelf Agreement between Lincoln Electric

Holdings, Inc., The Lincoln Electric Company and The Prudential Insurance Company of America
dated as of April 30, 2002 (filed as Exhibit 10(v) to Form 10-Q of Lincoln Electric Holdings, Inc. for

. the three months ended June 30, 2002, SEC FIIC No. 0-1402 and incorporated herein by reference and

made a pan hereof). . Lo

Amendment No. ! to the Amended and Restated Note Purchase and Private Shelf Agreement dated as
of December 14, 2006 (filed herewith).

Lincoln Electric Holdings, Inc. 1998 Stock Plan (as amended restated and renamed as of May 1,

-2003) (fited as Appendix B to the Lincoln Electric Holdings, Inc. Proxy Statement dated March 31,

2003, SEC File No. 0-1402 and incorporated herein by reference and made a part hereof).

The Lincoln Electric Company 1988 Incentive Equlty Plan (filed as Exhibit 28 to the Form S-8
Registration Statement of The Lincoln Electric Company, SEC File No. 33-25209 and incorporated

" herein by reference and made a part hereof) as adopted and amended by Lincoln Electric Holdings,

Inc. .pursuant to an Instrument of Adoption and Amendment dated. December 29, 1998 (filed as

-Exhibit 10(d) to Form 10-K of Lincoln Electric Holdings, Inc. for the year ended December 31, 1998,

SEC File No. 0-1402 and incorporated herein by reference and made a part hereof).

_Form of Indemmficatlon Agreement (filed as Exhibit A to The Lincoln Electric Company 1987
- Proxy Statement, SEC File No. 0-1402, and mcorporated herein by reference and made a part

hereof).

" Lincoln Electric Holdings, Inc. Supplemental Executwe Reurement Plan (Amended and Restated as

of March 1, 2002), including Amendment Nos. 1 and 2 (filed as Exhibit 1{g) to Form 10-K of
Lincoln Electric Holdings, Inc. for the year ended December 31, 2003, SEC File No 0-1402 and
incorporated herein by reference and made a part hereof).

Amendment No. 3 to the Lincoln Electric Holdings, Inc. Supplemental Executive Reurement Plan

_(Amended and Restated as of March 1, 2002) (filed as Exhibit 10.1 to Form 8-K of Lincoln Electric
- Holdings, Inc. filed on February, 1, 2005, SEC File No. 0-1402 and incorporated herein by reference

and made a part hereof).

e

Amendment No..4 to the Lincoln Electric Holdmgs Inc. Supplemental Executive Retirement Plan

(Amended and Restated as of March 1, 2002) (filed as Exhibit 10.1 to Form 8-K of Lincoln Electric

Holdings, Inc. filed on February 18, 2005, SEC File No. 0-1402 and incorporated by reference and
made a part hereof).
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Exhibit No.
10{k)

i
1
Description i

. 1
Lincoln Electric Holdings, Inc. Deferred Compensation Plan for Executives (Amended and Restated
as of January I, 2004) (filed as Exhibit 10(h) to Form 10-K of Lincoln Electric Holdings, Inc. for the

year ended December 31, 2003, SEC File No. 0-1402 and incorporated herein by reference and made
a part hereof). :

10{1) Amendment No. 1 to the Lincoln Electric Holdings, Inc. Deferred Compensanon Plan for Executives
* (Amended and Restated as of January 1, 2004) (filed as Exhibit 10.2 to Form 8-K of Lincoln Electric

Holdings, Inc. filed on February 1, 2005; SEC File No. 0-1402-and incorporated herein by reference
and made a part hereof).

10(m)} Instrument of Termination. of the Lincoln Electric Heldings, Inc. Deferred Compensauon Plan for
Executives (filed as Exhibit 10.2 to Form 8-K of Lincoln Electric- Holdings, Inc. filed on January 4,
2006, SEC File No. 0-1402 and incorporated herein by reference and made a part hereof)

Lincoln Electric Holdings, Inc. Deferred Compensation Plan for Certain Retention Agreements and
Other Contractual Arrangements {(Amended and Restated as of January.l, 2004) (filed as
Exhibit 10(i) to Form 10-K of Lincoln Electric Holdings, Inc. for the year ended December 31

2003, SEC File No. 0-1402 and incorporated herein by reference and made a part hereof)

Lincoln Electric Holdings, Inc. Non-Employee Directors’ Deferred Compensation Plan (Amended
and Restated as of January 1, 2004) filed as Exhibit 10{m) to Form 10-K of Lincoln Electric

Holdings, Inc. for the year ended December 31, 2004, SEC File No. 0-1402 and mcorporated herein
by reference and made a part hereof).

10(n)
10(0)

10{p)} Amendment No. | to the Lincoln Electric Holdings, Inc. Non- Employee Directors” Deferred

Compensation Plan (Amended and Restated as of January 1, 2004} (filed as Exhibit 10.3 to

Form 8-K of Lincoln Electric Holdings, Inc. filed on February 1, 2005, SEC File No. 0-1402
and incorporated herein by reference and.made a part hereof).

10(q) Amendment No.' 2 to the Lincoln Electric Holdings Inc. Non-Employee Director’s Deferred

Compensation Plan (Amended and Restated as of January 1, 2004) (filed as Exhibit 10.1 to

Form 8-K of Lincoln Electric Holdings, Inc. filed on.December 5, 2005, SEC File No. 0-1402
. and incorporated herein by reference and made a part hereof).

10(r) = Description of Management Incentive Plan (filed as Exhibit 10(e) to Form 10-K of The Lincoln
Electric Company for the year ended December 31, 1995, SEC File No. 0-1402 and incorporated
herein by reference and made a part hereof).

10(s) Description of Long-Term Performance Plan (filed as Exhibit 10(f} to Form 10-K of The Lincoln
Electric Company for the year ended December 31, 1997, SEC FllC No. 0-1402 and incorporated
herein by reference and made a part hereof).

10(0) Summary of Employment Agréements (filed as Exhibit 10(1} to Form 10-K of Lincoln Electric
Holdings, Inc. for the year ended December 31, 2003, SEC File No. 0-1402 and incorporated herein
by reference and made a part hereof).

10{u) Form of Severance Agreemént (as entered into by the Company and the following executive officers:
Messrs. Stropki, Stueber and Fernandez) (filed as Exhibit 10 to Form 10-Q of Lincoln Electric

Holdings, Inc. for the nine months ended December 31, 1998, SEC File No 0-1402 and incorporated
herein by reference and made a part hereof). - .

10(v) Form of Amendment 1'to Severance Agreement (as entered into by the Company and the following

* executive officers: Messrs. Stropki and Stueber) (filed as Exhibit 10(0) to Form 10-K of Lincoln

Electric Holdings, Inc. for the year ended December 31, 1999, SEC File No. 0-1402 and incorporated
herein by reference and made a part hereof).

10(w) Stock Option Plan for Non-Employee Directors (filed as Exhibit 10(p) to Form:10-Q of Lincoln

Electric Holdings, Inc. for the three months ended March 31, 2000, SEC File No 0-1402 and
incorporated herein by reference and made a part hereof).

DY
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Exhibit No.
1000

10(y)

10(2)

10(a2) .

. 10(bb)

21
23
24

31.1

31.2

321

" Description

B Summary of Cash Long-Term Incemwe Plan, as amended (ﬁled as Exhibit 10.1 to Form 8-K of

Lincoln Electric’ Holdmgs Inc. filed on. Apnl 6, 2005, Secuntles and Exchange Commission File
No. 0-1402 and incorporated herein by reference and made a part hereof). :

Letter Agreement between John M. Stropki, Jr. and Lincoln Electric Holdings, Inc. dated October 12
2004 (filed as Exhibit 10.1to Form 8-K of Lincoln Electric Holdings, Inc. filed on October 18, 2004,
SEC File No. 0-1402 and incorporated herein by reference and made a part hereof).

2005 Deferred Compeﬁsatlon Plan for Executives dated December 30, 2004 (filéd as Exhibit 10.4 to
Form 8-K of Lincoln Electric Holdings, Inc. filéd on February 1, 2005, SEC File No. 0-1402 and '
mcorporated herein by’ reférence and made a part hereof).

2006 Equity and Performance Incentive Plan (filed as Appendix B to the Company § proxy statement
filed on March 28, 2006, SEC File No. 0-1402 and incorporated herein by reference and made a part
hereof). ‘.

2006 Stock Plan for* Non—Employce Directors (filed as Appendix C to the Company's proxy

" statement filed on March 28, 2006, SEC File No. 0-1402 and incorporated herein by reference

and made a part hereof)..
Subsidiaries of the Registrant.

" Consent of Independent Registered Public Accounting Firm.

Powers of Attorney.

" Certification by the President and Chief Executive Officer pursuant to Rule 13a-14(a) of the

Securities Exchange Act of 1934.

Centification by the Senior Vice President, Chief Financial Officer and Treasurer pursuant to
Rule 13a-14(a) of the Securities Exchange Act of 1934.

Certifications pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the 1 reglstrant has duly

caused this report to be signed on its bchalf by the unders:gncd thercunto duly authorized.

LI

s,

" LINCOLN ELECTRIC HOLDINGS, INC.

Ea

By: /s/- VINCENT.K.-PETRELLA |
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Vincent K. Petrella, Senior Vice President,

- Chief Financial Officer and Treasurer

(principal financial and accounting oﬁ‘icer)
February 22, 2007 . -
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Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been- signed below by the
followmg persons on behalf of the reglstrant and in the capacmes and on thc dates indicated.
[}

" /s/_JOHN M. STROPKL JR. . s/ VINCENT K. PETRELLA
- John M. Stropki, Jr., Chairman of the ” o Vincent K. Petrella, |,
o Board, President and Chief Executive " L . v Senior Vice President, Chief Fmanc;al Ofﬁcer and
+, Officer (principal executive officer) ' _ " Treasurer (pnnc1pal financial and accounting officer)
- February 22, 2007 - . ' _ February 23,2007
/s/ VINCENT K. PETRELLA L /s/ * VINCENT K. PETRELLA
- Vincent K. Petrella as . L R Vincent K..Petrella as.
. _Attorney-m -Fact for B L .. Attorney-in-Fact for
"Harold L. Adams, DII’CCIOT ‘ Ca David H. Gunmng, Dlrector
“February 22, 2007" w0 . February 22, 2007
Isl VINCENT K. PETRELLA ' - - /s “WINCENT K..PETRELLA
Vincent K: Petrella-as . ° o | Vincent K. Pétrella-as '
Attomey in;Fact for . _ . Attorney-in-Fact for
_Stephen G! Hanks Director . . i . + - Kathryn-Jo:Lincoln, Director
- February22,2007 . o . February 22, 2007 ,
— /s/ VINCENT K. PETRELLA - ISl VINCENT K. PETRELLA
* Vincent K Petrella‘as = * Vincent K. Petrella as '
Attorney-in-Fact for ) ’ Attorney-in-Fact for
Robert J. Knoll, Director, Hellene S. Runtagh, Director
February 22, 2007 : Fcbruary 22,2007 - . .
i e e ) - ' /st VINCENT K. PETRELLA
.Vincent K. Petrella as ’ ‘ Vincent K. Petrella as
_‘ Attorney-in-Fact for : . . . Attorney-in-Fact for~ -
G. Russell Lincoln, Director o George H..Walls, Jr., Director
February. 2007 February 22, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM .

:
.

The Board of Drrectors and Shareholders of meoln Elecmc Holdmgs Inc,
We have audrted the accompanymg consolrdated balance sheets of Lincoln Elecmc Holdmgs Inc. and subsrdrarles

as of Decémber 31, 2006 and 2005, and the related consolrdated statements of i income, shareholders’ equrty, and’

. cash flows for each’ of the three years in the penod ended December 31, 2006. Our audits also mcluded thel financial
statement ‘schedule listed in the Index at:Item’ 15 (a).(2). These financial statements and schedule are the
responsrbrlny of the Company s management. Our’ responsrbllrty is to express an oprmon on these ﬁnancral

’ statemenls and schedule based on our audits.

We conducted our audlts in accordance wrth the standards of . the Public Company Accountmg Oversrght Board B

(United States). Those standards requrre that we p]an and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes exammmg, on aItest basrs
_evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessmg the

accounting pnncrples used and Ssignificant estimates made by management, as well as evaluatmg lhe overall

ﬁnancral statement presentatron We belreve that our audits provide a reasonable basrs for our oprmon

In our’opinion, the: consolrdated financial ‘statements referred to above present fairly, in all material respects the’
consolidated financial position of Lincoln Electric Holdings, Inc. and subsidiaries at December 31, 20016 and 2005,

and the consolidated results of their operations and their cash flows for each of the three years in the penod ended
December 31, 2006, in conformity with U.S. generally accepted accounting principles. Also, in our oprnron the
related financial statement schedule, when considered in relation to the basic financial statements taken as a  whole,
presents fairly in all material respects,. the information set forth therein. . . S

As discussed in Note A to the financial statements, effective January 1, 2006, the Company a-dopted‘.Statement of
Financial Accounting Standards No. 123 (Revised 2004), Share-Based Payment. Also, as discussed in’Note I to the

financial statements, effective December 31, 2006, the Company adopted Statement of Fmancral! Accounting

Standards No. 158, Employers’ Accounting for Defined Benefit Pensions and Other PostretirementPlans.

We also'have audited, in accordance with the .standards of the Public Company Accounting Oversrght Board

(United States), the effectiveness of Lincoln Electric Holdings, Inc. and subsidiaries’ internal control oyer financiat
reporting as of December 31, 2006, based on criteria established in Internal Control-Integrated Framework issued
by the Committee of Sponsoring Organizations of the Treadway Commission and our report datedIFebruary 20,

2007 expressed an unqualified opinion thereon.

fs/  Ernst & Young LLP

Cleveland, Ohio .
February 20, 2007 SR
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of Lincoln Electric Holdings, Inc.

We have audited managemenl 5 assessmem included in the accompanying Managemenl s Report on Internal
Control Over Financial Reporting in Item 9A, that Lincoln Electric Holdings, Inc. and subsidiaries maintained
effective internal control over financial reporting as of December 31, 2006, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Com-
mission (the COSO criteria). Lincoln Electric Holdings, Inc. and subsidiaries’ management is rcsponsﬂ:le for
maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal
control over financial reporting. Our respon51b1hty is 10 express an oplmon on managcment s assessment and an
opinion on the effectiveness of the company’s internal control over ﬁnanc1al repomng based on’ our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the c1rcumstances ‘We believe that our audit provides a
reasonable basis for our opinion. _ -

A company’s internal control over ﬁnancnal rcpomng is a process desngned 1o prov1de ‘reasonable assurance
regarding the rellablhty of financial reporting and the preparation of financial statements for éxternal purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those pollcn:s and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) prov1de reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in “accordance
with generally accepted accounting principles, and that receipts-and expenditures of the company are being made
on]y in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acqu1smon use, or dnsposmon of the company’s
assets that could have a material effect on the financial statements. . - o e

Because of its inherent limitations, internal control over ﬁnancial reporting may not prevent or detect misstate-
ments. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may
become inadequate because of changes in conditions, or that the degree of comphance with the policies or

" procedures may deteriorate.

In our opinion, management’s assessment that Lincoln Electric Holdings, Inc. and subsidiaries maintained effective
internal control over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on
the COSO criteria. Also, in our opinion, Lincoln Electric Holdings, Inc. and subsidiaries maintained, in all material
rcspects effective internal control over financial reportmg as of December 31, 2006, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), the consolidated balance sheets of Lincoln Electric Holdings, Inc. and subsidiaries as of
December 31, 2006 and 2005, and the related consolidated statements of income, shareholder’s equity and cash
flows for each of the three years in the period ended December 31 2006 and our report dated February 20, 2007
expressed an unqualified opinion thereon.

“fs/  ErnsT & Younc LLP

Cleveland, Ohio
February 20, 2007




LINCOLN ELECTRIC HOLDINGS. INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
o . - . December 31,
T . : 2006 .| 2005
{In thousands of dollars)

i
I

ASSETS

CURRENT ASSETS ° I ] '
e L . S $ 120,2121I $ 108,007

Cash and cash equivalents :
Accounts receivable (less altowance: for doubtful accounts of $8,484 in 2006 ; -
- | : 298,993 | 242,093

$7,583 in 2005)
Inventories B - .
' ' 106,725 " 80,047

Raw materials o i
In-process - X 50,736 33,707

1936831 - 161,991

3stiaal 275745
Deferred income taxes < ' . C : 5,534, 9,069
Other current assets : ’ ' 53,527 41,720

Finished goods

|
829,410 676,634

* TOTAL CURRENT ASSETS
PROPERTY, PLANT AND EQUIPMENT . . _
Land . ' _ _ 34,811 23,034
Buildings - S o L. 230,390 | 196,639
. B , 574,133 536,834

Machinery and equlprnent
. ;
‘ 839,334 756,507

449,816 415,974
1 .
389,51513 7 340,533

Less: accumulated depreciation and amortization

OTHER ASSETS - S A o
16,773 1,956

Prepaid pension costs ;
Equity investments in affiliates - , ' 48,962 39,673
Intangibles, net : ' 41,504 - 39,232
Goodwill : 35,208 29,756
Long-term mvcstments : 28,886 - 27,905
Other C 4318 5,472

175,651 143,994

[
$1,394,579  $1,161,161

TOTAL ASSETS

See notes to these consolidated financial statements.
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'LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSID[ARIES

CONSOLIDATED BALANCE SHEETS ~

- LIABILITIES AND SHAREHOLDERS’ EQUITY

- CURRENT LIABILITIES

Amounts due banks
Trade accounts payable -
Accrued employee compensation and benefits
Accrued expenses

. Accrued taxes; including income taxes
Accrued pensions
Dividends payable '

_Other current liabilities
- Current portion of long-term debt

TOTAL CURRENT LIABILITIES
Long-term debt, less current portion
Accrued pensions
. Deferred income’ taxes
Other long-term liabilities .
SHAREHOLDERS® EQUITY .
Preferred shares, without par value — at stated capital amount:
Authorized — 5,000,000 shares in 2006 and 2005;.
. Issued and Outstanding - none
Common shares, without par value — at stated capital amount:
Authorized - 120,000,000 shares in 2006 and 2005, :
Issued — 49,290,717 sharés in 2006 and 49,282,306 shares in 2005;
" Quistanding — 42, 806,429 shares in 2006 and 42,181,021 shares in 2005
Additional paid-in capital
Retained carnmgs
Accumulated other comprehensive: Toss
Treasury shares, at cost — 6,484,288 shares in 2006 and 7,101,285 shares in 2005

TOTAL SHAREHOLDERS’ EQUITY
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY

See notes to these consolidated financial statements.
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December 31,
2006 ~. 2005

. {In thousands of dollars,

except share data)

$ 6214 8

7,143
142,264 121,917
45059 40,658
24,652 17,597
35500 38,342

1,483 128,662
9,403 “° - 8,014
32,793 © 30,289
40,920 " 1,020

338,288 293,642
113,965 157,853
33,417 14,786
27,061 17,752
28,872 24,834

4929 4,928

137,315 125,925
906,074 764,748
(54,653)  (91,276)

(140,689)  (152,031)
852,976 652,294

$1,394,579 $1,161,161
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES
" CONSOLIDATED STATEMENTS OF INCOME

Net sales

Cost of goods sold

Gross profit

Selling, general.-& administrative expenses

Rationalization charges

<< ) .o '

Operating income

Other income {(expense): -
Interest income .
Equity earnings in affiliates
Other income
Interest expense

Total other income

Income before income taxes

Income taxes

Net income

Per share amounts:
Basic earnings per share

Diluted earnings per share

‘Cash dividends declared per share

Year Ended December. 31,

2006 2005

]
|

2004

{In thousands of doll%:rs,
except per share data)

3

© L $1971915 + $1,601,190 [$1,333,675
1,419,638 1164275 | 971;317
52277 436915 | 362,358
315820 | 285,309 J 256,616
3478 1761 | 2440
232970 149,845 | 103,302
5876 4,000 3071
7640 | 3312 4,005
1,839 4,689/ s
(10,153) _* (7.947) (6,143)
5,202 40541 | 4475
238172 153899] - 107,777
63,164 31,593 27,81
$ 175008 § 122306] $ 80,596
$ 417§ 2.931 ' $ 1.96
'$ 407 $_ -290 $. 194
$ 069

- i
079 % 0.73

See notes to these consolidated financial statements.
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See notes to these consolidated financial statements.
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. LINCOLN ELECTRIC HOLDINGS, INC. AND SUB.SID[AR_IE_S' ‘
' CONSOLIDATED STATEMENTS OF: SHAREHOLDERS' EQUITY
4 Co ' : . Accurnulated
Y 7., Common .  .'° Additional © Other - .
: ey . Shares ~ Common -~ Paid-In . Retained Comprehensive Treasury )
E Quistanding . Stock Capital Ea.rnmgs Income (Loss) Shares Total - -
‘ T . S " (In thousands) . L T
Balance January 1, 2004 _ 40,605 $4,928 $107.717 $623.898 - $(77,277) - $(180,758) $478,508 -
- Comprehensive income ' : . . '
Net income ' . © 80,596 80,596
Mmlmum pension lability ad_;ustment net : - )
of tax of §1,243 - (532) (532)
Unrealized loss on derivatives designated . !
and qualified as cash flow hedges net of . .. .
,1ax of $280- - . {N4). o {T4)
Currency translauon adJustment 7 19,845 ,19,845
Toml comprehensive income " 99,195
* Cash dividends declared — $0.69 per share . (28.490) (28,490)
Issuance of shares under benefit plans 1,196 9,876 (2.999) 25;55{[ . 32,432
Purchase of shares for treasury ' {154) _ (4,368),  (4,368)
Balance December 31, 2004 41,647 4,928 117,593 673,010 (58,678) (159,576) 577,277
Comprehensive income ‘
Net income 122,306 122,306
Minimum pension liability adjustment, net
. of tax of $9,392 - (15,034) .+ (15,034)
~ Unrealized loss on derivatives demgnalcd B
and qualified as cash flow hedges, net of '
tax of $4i0 ' (605) (605)
Currency translation adjustmem (16,959) (16,959)
Total comprehensive income 89,708
Cash dividends declared — $0.73 per share (30,568) (30,568)
Issuance of shares under benefit plans 964 8,332 — 20,348 28,680
Purchase of shares for wreasury (430) (12,303) (12,803)
Balance December 31, 2005 42,181 4928 125925 764,748 (91,276) (152,031} 652,294
Comprehensive income R TR T . :
Net income 175,008 ' 175,008
Minimum pension liability adjustment, net :
of tax of $45,093 711,920 71,920
Unrealized gain on derivatives designated ’
. and qualified as cash flow hedges, net of . . )
1ax of $637 s 902 L s
. Currency translation adjustment 27,323 27,323
Total comprehensive income . ) 275,153
Cash dividends déctared — $0.79 per share (33,682) {33,682)
[ssuance of shares under benefit plans 627 1 11,390 ' l!.468 22,859
Purchasc of shares for treasury 2 (126) '(126)
Adjusuncnt to initially adopt SFAS No. 158, : I
‘net of tax of $39,380 (63,522) (63,522) -
. Balance December 31, 2006 42,806 $4929  $137315 $906,074  .$(54,653)  $(140,689) $852.976




'LINCOLN ELECTRIC HOLDINGS, INC, AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,
2006 2005, 2004
-- R . - (In thousands of dollars)
OPERATING ACT]VITIES ‘

Net income : $175,008 $122306 $ 80,596
; Adjustments to reconcile net income to net cash provided by operating -
activities: » o .
~ “Rationalization charges ' 3478 1,761 - 2,440
: Depreciation and amortization -47.825 43,982 40,182
Equity carmngs of affiliates, net . (5,728) - (3,312) (3,001)
Deferred income taxes 4,349 (1,895) ‘9,473
~ . . Stock-based compensation 4,217 3,527 - 4,145
Amortization of terminated interest rate swaps ‘ (2,117) 2,117y . (@217
| (Gain) loss on disposal of property, plant and equipment (8,738) ©530 (253)
‘ Other non-cash items, net - 1,332 1,463 4,042
* Changes in operating assets and liabilities net of effects from
acqu1smons . . - \
Increase in accounts recelvable : (39,719) (17.,274) (35,258)
Increase 'in inventories (57,299) (32,133)  {47,779)
Increase in other current assets . (10,656) ~ (8,314) (6,632)
Increase in accounts payable - .12,914 14,141 - 3916
Increase (decrease) in other current liabilities 937) 14,887 25,084
Contributions to pension plans (20,503) (34,330) (33,153)
Increase in accrued pensions ., : 16,248 19,547. 7,479
Net change in other long-term assets and liabilities - {994) {5,745) 2,096
B . {
| NET CASH PROVIDED BY OPERATING ACTIVITIES 118,680 117,024 51,260
i INVESTING ACTIVITIES . , I _
|  Capital expenditures : . (76002) (50415)  (56,441)
Acquisitions of businesses, net of cash acquu‘ed 25,504y = (78,174) (11,815)
Proceeds from sale of property, plant and equipment . 11,791 3,675 3,588
Sales of marketable securities ‘ < ' — 70,441 15,178
Purchases of marketable securities —_ (15,000} (9,000) -
" i
NET CASH USED BY INVESTING ACTIVITIES -(89,715) (69,473) (58,490)
FINANCING ACTIVITIES . a
- Proceeds from short-term borrowings . : . 2,035 903 .27
| Payments on short-term borrowings . (3,192) - {262) (123)
! " Amounts due banks, net © ' 115 4,448 . (108)
Payments on long-term borrowings (3,147) (15,471) (5,178)
Proceeds from exercise of stock options L . 13,618 21,230 22,555
Tax benefit from the exercise of stock options 5,243 , -—'l— =
Purchase of shares for treasury (126)  (12,803) (4,368)
+'Cash dividends paid to shareholders (32,275) {30,037) (27,485)
X [ N
NET CASH USED BY FINANCING ACTIVITIES (17,729) (3],9912) (14,680)
-Effect of exchange rate changes on cash and cash equivalents 969 (371) 844
. |
! INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 12,205 ' 15,1818 (21,066)
' Cash and cash equivalents at beginning of year ) 108,007 92,819 113,885
. . ;
CASH AND CASH EQUIVALENTS AT END OF YEAR $120,212. $108,007 § 92,819
See notes to these consolidated financial statements.
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES -~ = - o

NOTES TO CONSOLIDATED FINANCIAL'STATEMENTS . : "~ - . -

(In thousands of dollars except share and per share data) ‘ g ‘

December 31, 2006 _ Lo P L st S e

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidationi: Thé consohdated finaricial statements iriclude the accounts of Lincoln Electric Holdmgs
Inc., its wholly-owned and majority-owned subs1d1anes and all non-majority owned entities for which it has acontrolling
interest:(the “Company”) after elimination of all 1ntercompany accounts, transactions and profits. Mmonty ownership
interest in consolidated subsidiaries, which is not material, is recorded in'Other long-term liabilities, <

Cash Equwalents "The Company considers all hrghly liquid investments with a maturity of three months or less
when purchased to be cash equivalents.

Accounts Receivable; Thé Company maintains an allowance for doubtful accounts for estimated losses from the
failure 'of its customers to make required payments for products delivered. The Company estimates this allowance
- based on'knowledge of the financial condition of customers, review of historical receivables and reserve trends and
other pertinent information. If the financial condition of customers deteriorates or an unfavorable trend in receivable
collections is_experienced in the future, additional  allowances may be requ1red Hlstoncally, the Company’s
reserves have approximated actual. expenence o e

Inventories: Inventories are valued. at the lower of cost or market. For domesuc mventones cost is determmed
principally by the last-in, first-out (LIFQ) method, and for non-U.S. inventories, cost is determmed by the first-in,

first-out (FIFO) method. At December 31, 2006 .and 2005, approxrmately -40% and 47%, respectwely, of total
inventories were valued using the LIFO method. The excess of current cost over LIFO cost amounted to $68 985 at.
December 31, 2006 and $62,900 at December 31, 2005 '

Reserves are maintained for estlmated obsolescence Or excess mventory equal to the dlfference between the cost of
inventory and the estimated’ market value based upon assumptions about futuré demand and tarket conditions.

. Historically, the Company s reserves have approximated actual experience.

_ Equity Investments: Investments i in busiriesses in which the Company c does not have a controlling interest and holds
between a 20% and 50% ownershrp mterest are accounted for using the equity method of accounting on a one month-lag
basis. The Company’s 50% ownership interest in equity investments includes investments in Turkey and Chile. In

People’s Republic of China. The amount of retained earnings that represents undistributed earnings of 50% or less owned
equity mvestments was $16 454 at December 31 2006 and $10,726 at December 31, 2005. :

Property, Plant and Equtpment Property, plant and equlpment are stated at cost and include 1mprovements which
s1gn1ﬁcantly increase . capacmes or ’extend the useful lives.of existing plant and- equipment. Deprec1atton and
amortization are- computed by both acceleratedsand strarght-hne methods over usefuLlwes ranging, from 3 to
20 years for machmery, tools and equ1pment ‘and ) _up to 50 years for butldmgs Net gains or losses related to asset

_ dispositions are recogmzed in eammgs in the penod in_ whlch dlsposmons occur. The followmg table summanzes -

assets he]d under capltal leases and mcluded in property, plant and eqmpment . Sy
) Building's-'_ ’ Lo e L -' & ©oaT S e L §56810 $5,102 0%
' - ‘Machinery and equipment S ! o 154 :'318;‘:' '
Less Accumulated deprecratton g (1,170} _ {863y
_ Net cap1tal leascs ’ 'f.'"‘ SR o ST $46'65.‘ i $4557 -

_ Routme malntenance repairs and replacements are expensed as 1ncurred The Company cap1talrzes mterest cost
. assocrated w1th construcnon in progress

o ..-.f I '?:.! T S
Goodwrll and- Intang1bles -The Company. performs an annual impairment test of goodwrll in the fourth: quaner of
-each year. Goodwill is tested for impairment using models developed by the Company which incorporate estimates
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued) |

of future cash flows, allocations of certain assets and cash flows among reporting units, fut‘urtaI growth rates,
established business valuation multiples, and management judgments regarding the applicable dnlscount rates to
value those estimated cash flows. The Company performed its annual impairment test in the fourth quarters of 2006,
2005 and 2004 and determined there was no impairment of goodwill. In addition, goodwill is tested'as necessary if
changes in circumstances or the occurrence of events indicate potential impairment. : {

|

The changes in the carrying amount of goodwill by segment for the years ended December 31, 2006'and 2005 were
as follows: ' I :

North Other !

) America Europe  Countries  Consolidated
- Balance as of January 1, 2005 $ — $4568  $11,281 - $l15,849
Additions and adjustments 13,539 519 77 |14,135
Foreign exchange effect 96 (493) 169 | (228)
Balance as of January 1, 2006 13,635 4,594 11,527 :29,756
Additions and adjustments {(301) 4,292 546 1 4,537
Foreign exchange effect — 535 380 - 1 915
Balance as of December 31, 2006 $13,334 39421 $12,453 $35,208

Additions to goodwﬂl for 2006 and 2005 primarily reflect goodwill recorded in the acquisitions of J. W Harris, Inc.

(“J.W. Harris”) and Metrode Products Limited (“Metrode”) (See Note K). i

Gross intangible assets other than goodwill by asset class as of December 31, 2006 and 2005 we:re as follows:
2006 . 2005!

Gross Accumulated Gross Accumulated
‘Amount  Amortization Amount  Amortization

Trademarks and trade names $20,479 $ 5933 $18,284 $ 5,509

Customer relationships oo 12,430 725 10,361 1 169
Patents . - 9,052 807 4,743 i -268
Other 16,385 9,377 19,426 | 7,636
Total _ $58,346 $16,842 $52,814 $13,582

!
Intangible assets, other than goodwill are recorded at cost. Intangibles other than goodwill th:i't do not have
indefinite lives are amortized on a straight-line method over the legal or estimated life. Included in the above table
are intangible assets with indefinite lives totaling $12 585 and $9,977 at December 31, 2006 and 2005 respectively.
Intanglbles with indefinite lives are not amortized and are tested annually for impairment. l

The weighted average amortization period for trademarks and trade names, customer relationshif)s, patents and
other intangibles is 17, 23, 20 and 12 years, respectively. Aggregate amortization expense was $2,102, $1,004 and
$1,054 for 2006, 2005 and 2004, respectively. Estimated annual expense for intangible assets subject to amor-
tization for each of the next five years is $1,813 in 2007, $1,762 in 2008, $1,701 in 2009, $1,504 in 2010, and $1,341
in 2011. !

Long-lived Assets: In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets,” the Company periodically evaluates whether current facts or circumstances indicate that the'carrying value
of its depreciable long-lived assets to be held and used may not be recoverable, If such circumstances are
determined to exist, an estimate of undiscounted future cash flows produced by the long-lived asset, or the
appropriate grouping of assets, is compared to the carrying value to determine whether an impairme%m exists, If an
asset is determined to be impaired, the loss is measured based on quoted market prices in active markets, if
available. If quoted market prices are not available, the estimate of fair value is based on various valuation
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

techniques, including the discounted value of estlmated future cash flows and establlshed ‘business valuation
multlples , - L .

Product Warranties: The Company accrues for product warranty claims based on ‘historical expenence and the
expected material and labor costs to provrde warranty service. Warranty services are provrded for periods up to three
years from the date of sale. The accrual for product warranty claims is included in Other current liabilities. Warranty
accruals have increased as'a result of the effect of higher sales levels. The changes in the carrying amount of product
warranty accruals for 2006, 2005 and 2004 were as follows: )

December 31,
2006 2005 2004

Balance at beginning of year , " $7728. $6800 $5893

_Charged to costs and expenses 9744 8274 . 7,403
Deductions C . T (8,099 . (7,346) (6496)
Balance at end of year - ' $9373 $7.728 .$6,800

Warranty expense was 0.5% of sales for 2006 0.5% of sales for 2005 and 0.6% of sales for 2004

Revenue Recogmtlon: The Company recognizes revenue when the risks and rewards of OWIICI‘Sh]p and title to the
product have transferred to the customer. Revenue recognition generally occurs at the point of shipment; however in
certain instances as shipping terms d1ctate revenue is recognized at the point of destmatton

Distribution Costs: DISU‘IbuUOD costs including warehousing and freight related to product sh1pmcnts are
included in Cost of goods sold.

Stock-Based Compensation: In December 2004, the Fmancral Accountmg Standards Board (“FASB ’} issued
SFAS No. 123 (Revised 2004), “Share-Based Payment, * which i is a revision of SFAS No. 123, “Accoummg Jor
Stock-Based Compensation.” SFAS No. 123(R) supersedes APB Oplmon No. 25, “Accounting for Stock Issued to,
Employees.” Generally, the dpproach in SFAS No. 123(R) is similar to the approach described in SFAS-123.

SFAS No.. 123(R) requires all share-based payments to employees, including grants of employee stock options, to
be recognized in the income statement based on their fair values. Pro forma disclosure is no longer an alternative.

The Company adopted SFAS No. 123(R) on January |, 2006 using the modified-prospective methed. The adoptlon
of this standard did not have a material 1mpact on the Company’s financial statements as the Company adopted fair
value accounting under SFAS No. 123 on Janvary 1, 2003.

Prior to 2003, the Company applied the intrinsic value method permitted under SFAS No: 123, as defined in
Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees” and related
interpretations, in accounting for the Company s 'stock optlon plans. Accordingly, no compensauon cost was
recognized in years prior to-adoption. .

Expense is recogmzed for all awards of stock based compensation by allocating the aggregate grant date fair value
over the vesting period. No expense is recognized for any stock options or restricted or deferred shares ultimately
forfeited because the recipients fail to meet vesting requirements. Total stock-based compensation expense
recognized in the consolidated- statement of income for 2006, 2005 and 2004 was $4,217, $3,527 and $4,145,
respectively. The related tax benefit for 2006, 2005 and 2004 was $1,612, $1,348, and $1,617, respectively.

F
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

The following table sets forth the pro forma disclosure of net income and earnings per share as if compensation
expense had been recognized for the fair value of options granted prior to January 1, 2003 (date of adoption of
SFAS No. 123). All stock options granted prior to January 1, 2003 were fully vested as of December 31, 2005.
Therefore no pro-forma disclosure is necessary for periods ending after December 31, 2005. For purposes of this
pro forma disclosure, the estimatéd fair value of the options granted prior to J anuary 1, 2003 was ldetermmed using
the Black-Scholes option pricing model and is amortized ratably over the vesting penods

. YearI Ended
December 31,

2005 l 2004
Net income, as reported

_ $122,306  $80,596
Add: Stock-based employee compensation expense included in reported net o 1 :
income, net of related tax effects 2,178

T 2,529
Deduct: Total stock-based employee compensation expense determined under l Lo
fair value based method for all awards granted, net of related tax effects (3,000) (4,433)

Pro forma net income $121,484] $78,692

Earnings per share:
Basic, as reported

$ 2.93] $ 196
Basic, pro forma $-2011 § 191
Diluted, as reported $. 290t $ 194
Diluted, pro forma s 2.88]| $ 189
Weighted-average number of shares (1n thousands) ) B : -
Basic o m813l 41189
Diluted . o - .

42,230 41,643

Translation of Forelgn Currencies: Assetand habtlny accounts are translated into U.S. dollars using exchange rates
in effect at the date of the consolidated balance sheet; revenue and ¢xpense accounts are translated at monthly

- exchange rates. Translation adjustments are reflected as a component of Shareholders’ equtty For subsidiaries

|
operating in highly mﬂattonaIy economies, both historical and current exchange rates are uséd in translating
balance sheet accounts, and translation adjustments are included in net income.

Foreign currency transactmn losses are included in Selling, general & adnnmstranve expenses and were $1,696,
$1,411, $1,514 in 2006, 2005 and 2004, respectively.

Financial Instruments: The Company uses forward exchange contracts to hedge exposures to] exchange rate
fluctuations on certain intercompany loans, purchase and sales transactions and other intercompany, commitments.
Contracts are written on a short-term basis and are not held for trading or speculative purposes. lThe Company
recognizes derivative instruments as either assets or liabilities in the balance sheets at fair value. The accounting for

changes in the fair value of derivative instruments depends on whether it has been designated and quahﬁes as part of
a hedging relatlonshtp and further, on the type of hedging relattonshlp

For derivative instruments that qualify as a fair value hedge (i.¢., hedging the exposure to changes in the fair value of
an asset or a liability), the gain or loss on the derivative instrument, as well as the offsetting loss'or gain on.the
hedged item attributable to the hedged risk are recognized in earnings. For derivative instruments tl}at qualify as a
cash flow hedge (i.e., hedging the exposure to variability in expected future cash flows), the effective portion of the
gain or loss on the derivative instrument is reported as a component of Accumulated other compreh‘ensive income
with offsetting amounts recorded as Other current assets or Other current liabilities. At settlement, thl: realized gain
or loss is reflected in earnings in the same period or periods during which the hedged transaction affects earnings.

Any remaining gain or loss on the derivative instrument is recognized in earnings. The Company does not hedge its

R
net investments in foreign subsidiaries. For derivative instruments not designated as hedges, the gain or loss from
changes in their fair values is recognized in earnings.
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) : N

NOTE A - SIGNIFICANT ACCOUNTING POLICIES (continued)

Advertising Costs: “Advertising costs are charged to Selling, general & administrative expenqes* when incurred and
totaled $8,887, $9,791 and $7,758 in 2006, 2005 and 2004, respectively.

Research and Development: Research and development costs are expensed as incurred, and totaled $24,055,
. $21,594 and $20,016 in 2006, 2005 and 2004, respectively. L _ :

Estimates: The preparanon of financial statements in conformity with U.S. generally accepted accounting
principles requires management to make estimates and assumptions in certain circumstances that affect the
amounts reported in the accompanying consolidated financial stateménts and notes. Actual resu]ts could differ from
these estimates.

Reclassification: Certain reclass:ﬁcat:ons have been made to pnor year ﬁnanc1al statements to conform to current .
year classifications. .

New Accounting Pronouncements: In September 2006, the FASB issued SFAS No. 158 “Employers’ Accounting
for Defined Benefit Pension and Other Postretirement Plans — an amendment of FASB Statemenis No. 87, 88, 106,
and 132(R).” SFAS No. 158 requires companies to recognize the funded status of a benefit plan as the difference
between plan assets at fair value and the projected benefit obligation. Unrecognized gains or losses and prior service
costs, as well as the transition asset or obligation remaining from the initial application of Statements 87 and 106
will be recognized in the balance sheet, net of tax, as a component of Accumulated other comprehensive income and
will subsequently be recognized as compénents of net periodic benefit cost pursuant to the recognition and
amortization provisions of those Statements. In addition, SFAS No. 158 requires*additional disclosures about the
future effects on net penodlc benefit cost that arise from the delayed recognition of gains or fosses, prior service
costs or credits, and transition asset or obligation. SFAS No. 158 also requires that defined benefit plan assets and
obligations be measured as of the date of the employer’s fiscal year-end balance sheet. The recognition and
disclosure provisions- of SFAS No. 158 are effective’ for fiscal years ending after December 15, 2006. The
requirement to measure plan assets and benefit obligations as of the date of the > employer’s fiscal year-end balance
sheet is effective for fiscal years endmg after December 15, 2008. The Company measures plan assets and benefit
obligations of its defined benefit plans as of its balance sheet date. The Company adopted SFAS No. 158 as of
December 31, 2006 (See Note I).

In September 2006, the FASB issued SFAS No. 157 “Fair Value Measuremems " SFAS No 157 deﬁnes fair value,
establishes a framework for measuring fair value in generally accepted accounting principles, and-expands
disclosures about fair value measurements. SFAS No. 157 does not require any new fair value measurements,
rather it applies.under existing accounting pronouncements that require or permit fair value measurements.
SFAS No., 157 is effective for fiscal years beginning after November 15, 2007. The Company will adopt
SFAS No. 157 as required. The Company is currently evaluating the impact of SFAS No 157 on its financial
statements,

In September 2006, the Securities and Exchange Commission (“SEC™) issued Staff Accounting Bulletin No. 108
(SAB 108) “Considering the Effects of Prior Year Misstatements in Current.Year Financial Statements.” SAB 108
provides guidance on quantifying financial statement misstatements, including the effects of prior year errors on
current year financial statements. SAB 108 is effective for periods ending after November 15, 2006. The Company
adopted SAB 108 as of December 31, 2006 with no material impact to its financial statements.

In July 2006, the FASB issued Interpretation No. 48 (“FIN 48™), “Accounting for Uncertainty in Income Taxes — an
interpretation of FASR Statement No. 109.” FIN 48 clarifies the recognition threshold and measurement attribute for
the financial statement recognition and measurement of a tax position taken or expected to be taken in a tax return.
FIN 48 also provides guidance on derecognition, ¢lassification, interest and penalties, accounting in interim
periods, disclosure and transition. In addition, FIN 48 requires the cumulative effect of adoption (o be recorded as an
adjustment to the opening balance of retained earnings: FIN 48 is effective for fiscal years beginning after
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LINCOLN ELECTRIC HOLDINGS, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

|
|
:
l

NOTE A - SIGNIFICANT ACCOUNTING POL[CIES (contlnued)

December 15, 2006. The Company will adopt this.interpretation in the first quaner of 2007. The Cclm\pany isinthe
process of determining the impact of this Imerpretatmn on its financial statements. f

l
In November 2004, the FASB issued SFAS No. 151 “Inventory Costs — an amendment of ARB No. |43 Chapter 4.”
This Statement amends the guidance in Accounting Research Bulletin No. 43 to require idle facility expense,
freight, handling costs, and wasted material (spoilage) be recognized.as current-period chargés In addition,
SFAS No. 151 requires the allocation of fixed production overheads to the costs of conversion be based on the
normal capacity of production facilities. SFAS No. 151 is effective for inventory costs incurred: dunng fiscal years

beginning after June 15, 2005, The Company adopted SFAS No. 151 on January 1, 2006 with no material impact to
its financial statements. i

-Bonus: Included in Selling, general & administrative expenses are the costs related to the Companyi's discretionary
employee bonus, net of hospitalization costs, of $81,498 in 2006, $62,899 in 2005 and $46,454 in 2004.

Other Income: Other i income includes non- operatmg items of $1,839, $3,061 and $2 278 in 2006 2005 and 2004,
respectwely ' : .

3
NOTE B-EARNINGS PER SHARE . = : L i

The following. table sets forth Lhe computation of basic and diluted .earnings per 'share (doHars' and shares in
thousands, except per share amounts), o b

Years Ended December 31,

2006 © | 2005 . 2004
Numerator: ) - '
Net income . ' $175,008  $122,306 | $80,596
Denominator: ' ) |
Denominator for basic earnings per share — Welghted average . o
shares: outstanding : 42,532 41,813 41,189
Effect of dilutive securities - Employee stock options S00 417 454
Denominator for diluted earnings per share — Adjusted ) :
weighted average shares outstandmg ' . $ 43,032 $ 42,230 i$41,643 :

Basic earnings per share o . ‘ $ 411 $ 203 }$ 1;96,
Diluted earnings per share : : $ 407 3 290 $ 194
Common stock issuable upon the exercise of employee stock optnons is excluded from the calculauon of diluted

carnings per share when the calculation of option equivalent shares is anti-dilutive:. The calculanon of ‘diluted

earnings per share for 2006, 2005 and 2004 excludes 27,465, 572, 749 and 671 +358 shares, respecuvely, that were
anti-dilutive. o .

r
1

NOTE C - SHAREHOLDERS’ EQUITY ‘ S R : l

The Company s Board of Directors has authonzed share repurehase programs for up to 15 million {shares of the
Company’s common stock. During 2006, the Company purchased 2,315 shares of its common stock on the open
market at an average cost of $54.52 per share. Through December 31, 2006, 10,243,988 shares have been purchased
under the share repurchase program at an average cost of $21.12 per share.

|
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES - '

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) . -~ e
NOTE D - ACCUMULATED OTHER COMPREHENSIVE INCOME(LOSS). 1. i
The components'.ofza'ccumulated other comprehensive income (loss) are.as follows: .« = . ' -+ SR
- ' Unrealized Gain '
(Loss) on
R Derivatives - . Total
‘ " "Designated and Accumulated
Defined Currency - Qualified as Cash ° 'Other
Ca : . - Benefit . .Translation " Flow Hedges, Comprehensive - =
v ) - Plans ~ Adjustment .. net of tax. - (Loss) lncome
Balance January 1, 2004 - T $(62,810).  $(14,943) C 5476 " 5(77 277)
Other comprehensive (loss) :
income ' (532) 19,845 (714) = 18,599
" ‘Balance December 31, 2004 " (63,342) © 4902 (238) - (58,678)
Other comprehenswc loss « - ° '_ (15,034) - * (16,959)- T (605) © o« (32,598)
~ Balance Décember 31, 2005 L (I8376) | (12057) . (843) - (91,276)
. Other comprehenswe income. 71_.920 27,323 17, . 100,145
Adjustment to lmtlally adopt o L ; : ' .
SFAS No. 158 - . T (63,522), =" — S0 (63,522)
Balance December 31 2006 . $(69,978) § 15,266 266'- $ 59 ' $(54,653 653)

H

I,

As of. Deccmber 31, 2006, the Company adoptcd the recogmtnon and dlsclosure provisions of SFAS No. 158 Asa
result of adopting SFAS-No. 158, the Company recorded liabilities equal to the under funded- status of defined
benefit plans, and assets equal to the over funded status of certain defined benefit plans measured as the difference
between the fair value of plan assets and the projected benefit obligation. The Company recognized liabilities of
$34,900 and prepaids of $16,773 for its defined benefit pension plans and also recognized in Accumu]ated other
comprehensive -loss actuarial losses and prior service credits of $69,978 (after-tax). - Ly e

Pl " L TE

i

NOTE E - STOCK PLANS

On Apnl 28, 2006, the shareholders of the Company approved thc 2006 Eqmty and Performance lncenuve Plan'-'
(“EPI Plan™) which replaces the 1998 Stock Plan, as amended and restated in May 2003, The EPI Plan provndes for
the granting of options; apprecmuon rlghts restricted shares, restricted stock units and perfomlancc based awards
up to an aggregate of 3, 000 000 of the Company s ‘common sharés. In addition, on April 28, 2006, the shareholders .
of the Company approved the 2006 Stock Plan for Non-Employee Directors (“Director Plan™), which replaces the '
Stock Option Plan for Non-Employee. Directors adopted in 2000. The Director Plan’ provtdes for the granting of . .
options, t’estncted shares ‘.jmd resmcted_ stock units up to an aggregate of 300,000 of the Company’s common shares.”

b B . I .
. R - i . . . : RS e

! - o . k., PR L UL o e L T
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES :
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) -

NOTE E - STOCK PLANS (continued)

The following table summarizes the activity for the three years ended December 31, 2006, under all Plans:

i
2006 2005 ‘ 2004
Weighted Weighted " | Weighted
Average Average : i Average
, Exercise : Exercise Exercise
Options Price Options Price Options | . _Price

Balance, beginning of . ' S ' .
year - 2,071,325 $28.54 2,634,142 $24.38 3,310,876 | $20.67

Options, tandem . |
appreciation rights, )
restricted and
deferred shares

granted 241,818 $60.42 414,855 $39.65 524,150 $35.23
Options exercised (561,218)  $24.34 (964,254)  $21.99 (1,194,366) I $18.93 .
Options canceled (4,875)  $39.48 (13,4_,18) $32.19 (7118 4 $2232
Balance, end of year 1,747,050 $34.28 2,071,325 $28.54 2,634,142 $24.38
"Exercisable at end of * : : : - .

year 1,161,034 $27.71 1,271,155 $23.92 - 1,787,310 . $21_.46

A | .
Options granted under both the EPI Plan and its predecessor plans are outstanding for a term of ter'la years from the
date of grant. The majority of options granted vest ratably over a period of three years from thelgi’ant date. The
exercise prices of all options were equal to the fair market value of the Company s comnmon shares at the date of
grant. Options granted under the Director Plan and its predecessor plans were 6,000 in' 2006, 28 000 in 2005, and

18,000 in 2004, The Company issued shares of common stock from treasury upon all exercises of stock options in
2006, 2005 and 2004,

Restricted shares and deferred shares are valued at the quoted market price on the grant date and veist ratably over a
period of three to five years. Under the EPI Plan the Company issued 27,000 restricted shares at a-market price of
$60.51 in 2006 and 33,970 restricted shares at a market price of $39.93 per share in 2005. There were no restricted
shares issued in 2004, and no deferred shares were issued during 2006, 2005 or 2004, The Company issued 6,568
restricted shares at a market price of $60.85 under the Director Plan in 2006. The Company issued 8,411 shares of
common stock from authorized but unissued shares upon vestmg of deferred shares during 2006

In estimating the fair value of options granted, the expected opti_on life is based on the Company's historical
experience. The Company uses the Black-Scholes option pricing model for estimating fair values of options. The

weighted average assumptions for the three years ended December 31, 2006, 2005 and 2004 were as follows:

2006 2005 © 2004

Expected volatility 2418% 25.75% 27.80%
Dividend yield 1.53% 1.90% 2.04%
Risk-free interest rate 4.53% 438% 371%
Expected option life 4.4 4.5 46
Weighted average fair value of options granted during the year $1472  $ 957 $ 849

As of December 31, 2006, total unrecognized stock-based compensation expense related to nonvested stock options
and restricted shares was $7,745, which is expected to be recognized over a weighted averagc period of
approximately 33 months. -
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LINCOLN ELECTRIC HOLDINGS, INC. AND-SUBSIDIARIES’ :
- NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) .. = . = '

NOTE E - STOCK PLANS (continued)' ", - 15 S

The following table summarizes nonvested stock options, tandem apprecmuon nghts (“TARs"), restricted and
deferred shares for the year ended December 31, 2006: :

[ - A

December 31, 2006
Number of Options, =~ Weighted Average

TARs, Restricted . : - Fair Value at |
. and Deferred Shares ~ Grant Date
Balance at beginning of year . . | . , 746549 . $1059
Granted ' ‘ ' 241,818 7 $21.08°
+ Vested . ' (444,909} $ 9052
Forfeited : - o (3,725 $10.i8

Balance at end of period : 539,733 = $1580

The aggregate intrinsic value of options outstanding-at December 31, 2006, based on the Company’s closing stock
price of $60.42 as of the last business day of the period ended December 31, 2006, which would have been received:
by the optionees had all options been exercised on that date was $45,022. The aggregate intrinsic value of options
exercisable at December 31, 2006, based on the Company s closing stock price of $60.42 as of the last busmess day
of the period 'ended December 31, 2006, whlch would have been received by the optionees had all options
exercisable been exercised on that date was $37,982. The total intrinsic value of stock options exerc1sed during 2006
and 2005 was $15,899 and $22,690, respectively. Intrinsic value is the amount by which the faii value of the -
.underlylng stock exceeds the exercise price of the opnons -

Pnor to the adopt:on of SFAS' 123(R) the Company prescnted all tax benef" 1s resulting from the exercne of stock
options as operaung cash inflows in the consolidated statements of cash flows, in accordance with the provisions of
the Emerging Issues Task Force (“ElTF’ ) Issue No. 00-15, “Class:ﬁcanon in'the Statement of Cash Flows of the
lncome Tax Beneﬁt Recewed by. a Company upon Exercise of a Nonquallﬁed Employee Stock Option.”
'SFAS 123(R) requires the benefits of tax deductions in excess of the compensation cost recogmzed for those
options to be classified as financing cash inflows rather than operating cash inflows, on a prospectwe basis. This
amount was $5,243 for 2006 and is shown as “Tax benefit from the exercise of stock options” in the consolidated
staternent of cash flows. Amounts reported as operating cash inflows in 2005 and 2004 were $3,898 and $5,342,
respectively.

At December 31, 2006, there were 4,106,876 common shares available 'f'or future grant under all plans, and the -
weighted average remaining contractual life of outstanding options was 7.3 years. The following table summarizes.
information about stock options outstanding as of December 31, 2006: ‘

P ¥

Outstanding Exermsable o ‘
] Weighted . Weighted ' . . Weighted
Exercise Price Number Average - Number: Average . Average
Range : of Options  Exercise Price. of Options  Exercise Price - Remaining Life
$13 - 317 113,234 $1350 113,234 $13.50 3.8
$17- %21 37,050 $19.51° 37,050 $19.51 - 2.8
$21 - %25 515,109 $22.93 . 515,109 $22.93 5.7
$25- %29 22,000 $25.48 22,000 $25.48 ~ 63
$29 - 333 30,000 - $31.90 20,000  $31.90 75
$33-837 ) 391,342 33543 - 267,136 $35.43 79
$37 - 841 < 397,027 $39.89 186,505 " $39.90 8.5
Over $41 241,288 $60.51 — i 9.2
1,747,050 1,161,034 , 7.3
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LINCOLN ELECTR[C-HOLD[NGS. INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE E - STOCK PLANS (continued) _
The 1995 Lincoln Stock Purchase Plan provides employees the abnllty to purchase open market shares on a

commission-free basis up to-a limit of ten thousand dollars annually. Under this plan, 400,000 I:»h.'.lres have been
authorized to be purchased There were 1,726, 2,256 and 2,689 shares purchased .in 2006, |2005 and 2004,

respectlvely

&

NOTE F - RATIONAL]ZATION CHARGES

In 2005, the Company committed to a plan to rationalize manufacturing operatlons (the “Ireland Ranonalrzanon”)

at Harris Calorific Limited (“Hams Ireland™). In connection with the-Ireland Rationalization 1 the Company is.
- transferring all manufacturmg currently taking place at Harris Ireland to a lower cost facility in Eastem Europe and
" has sold the fac111ty in Ireland for $10, 352. A total of 66 employees will be impacted by the Ireland Rationalization.

" The Company expects to incur a charge of approximately $4,000 (pre-tax) associated with employee severance
costs,.equipment relocation, employee retention and professtonal services. In addition, the Company recorded a

gain of $9,006 (pre-tax) on the sale of the facility in Ireland which is reflected in Selling, general and administrative’

" expenses. o - . ' ; ;
The Company has incurred a total of $3,989 (pre tax) in charges relaled to thls plan of Wthh $3 ie47‘8 (pre-tax) was

incurred in 2006. Cash expenditures are expected to be paid through 2007 with the expected completlon of the -

Ireland Rallonallzauon occurring.in the first half of 2007. As of December 31, 2006, the Company has recorded a
l1ab11|ty of $2,296 for charges related to these efforts. /

In 2004 the Compdny committed to a plan to rationalize machine' manufacturing (the “French Ranonallzanon") at
Lincoln Electric France, S.A.S. (“LE France™). In connection with the French Rat1onallzauon the- Company

transferred machine manufacturing performed at LE France to other facilities: The Company committed to the’
French Rationalization as a result.of the region’s decreased demand for locally- manufactured machmes In
‘connection wnh the French Rationalization, the Company mcurred a charge of $2,292 (pre- lax) of which $l 188"
(pre- -tax) was incurred in 2005 and $1,104 (pre-tax) in 2004 Employee severance costs assocnaled with the.

termination of approximately 40 of LE France’s 179 employees were $2,123 (pre-tax). Costs not” relatmg to
employec severance primarily mcluded warehouse relocatlon costs and professronal fees.

NOTE G -DEBT
] At Decemtg_er 31, 2006 and 2003, debt consisted of the following:

2006 | 2005
Long -term debt .
Senior Unsecured Notes due 2007 interest at 5.58% . § 40,166 § 41,328
Senior Unsecured Notes due 2009, interest at 5.89% . i - 30,676 31,316 .

- Senior Unsecured Notes ‘due 2012, interest at 6.36% o 78,564 79,343
Capital leases due through 2013, interest at 2.15% to 5.52% ~ 3,427 3,574
Other borrowings due through 2023, interest at 2.0% to 5.75% - 2,052 3,312

: 154,885 158,873
40,920 - 1,020

Less current poni_on
Total long-term debt

$113965 $157,853 °

~ Short-term debt S . -
Amounts due banks, mterest at 6.57% (10.35% in 2005) ' 6,214 - 7,143

Current portion long-term debt 40,920 1,020 -~
. Total short-term debt ‘ e 47,134° 8,163
Total debt . . T 8161099  $166,016
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LINCOLN ELECTRIC HOLDINGS, INC. AND'SUBSIDIARIES .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE G - DEBT (continued) : . -
- Senior Unsecured Notes CE oL |

Dunng March 2002 the Company 1ssued Semor Unsecured Notes (the “Notes”) totalmg $150 000 through a pnvate
placement The Notes have ongmal matunnes rangmg from five to ten years with a welghted average interest rate of
6.1% and an average tenure of eight years Interest is payable semi-annually in March and September The proceeds
are bemg used for general corporate purposes, including aeqursmons The proceeds are generally invested in short-
term hlghly liquid 1nvestments The Notes contain certain affirmative and-negatjve- covenants 1nc1udmg restnc-v
tions on asset dispositions and ﬁnanc1al covenants (mterest coverage and funded debt-to- “EBITDA” ratios). As of
December 31, 2006, the Company was in' compliance withall of its debt covenants.

The maturlty and interest rates of the Notes follow (in thousands):

. .ABrnount . .

o o " _Due’ Matures .. Interest Rate
Series, A- . ..0 ¢ ° . $40,000 March 2007 . 5.58%
_ Series B . $30,000  March 2009 5.89%
Series. C . $30,000 March 2012 6. 36%

}
‘Durmg March 2002, the Company entered into ﬂoaung rate interest rate swap agreements totaling $80 000, to
’,'convert a portion.of the ountstanding Notes from fixed to floatmg rates. These swaps were designated as fair value
hedges, and as such, the gain orloss on the derivative’ 1nstrument as well as the offsetting gain or loss on the hedged
item attnbutable o the hedged rrsk were recognized in ‘earnings. Net payments or receipts under these agreements
were recogmzed as adjustinents to interest expense. In May 2003, these swap agreements were terminated. The gain
- on the termination of these swaps was $10 613, and has been deferred and is being amortized as.an offset to interest
’ expense over the remaining life of the: mstrument The-amortization of this gain reduced interest expense by $2,117
in'2006 and 2005 and $2,123 in 2004 and is éxpected to reduce annual interest expense by $1,121 in 2007. At
‘December 31, 2006, $2,834 rémains to be amortized of which $2,668 is recorded in “Long-term debt, less current
pornon” and $166 is recorded in “Current.portion of long-term debt.” The financing costs related to the $150,000

- - private placement are further reduced by the interest income earned on the cash balances. These short-term., - highly
v _llqurd investments earned $3,374, $1 985 and $1, 756 durmg 2006, 2005" and 2004, respectively.

: Durmg July 2003 and April 2004, the Company entered into various floating rate mterest rate swap agreements
" totaling $110,000, to convert a portton of the outstanding Notes from fixed to ﬂoanng rates based on the London
Inter-Bank Offered Rate (*LIBOR™), plus a spread of between 179.75.and 226.50 basis points. The variable rates are
reset every six'months, at which time payment or recelpt of interest will be settled. These swaps are designated as
fair value hedges, and as such, the gain or loss 6n the derivative 1nstrument as well as the offsetting gain or loss on
the hedged item attributable to the- hedged risk are reeogmzed in eamtngs Net payments or rece1pts under these

i

agreements are recogmzed as adjustments o’ mterest expense =

The fair value of these swaps is recorded in*“Other long-term liabilities” with a correspondmg decrease in “Long- -
rterm debt.” The fair value of these swaps at December 31, 2006 and 2005 was $3,428 and $2 964, respectlvely

. .ACIIVC and terminated swaps have mcreased the value of the Series B Notes from $30 000 to $30, 676 and decreased
the value of the Series C Notes from $80,000 to $78,564 as of December 31, 2006. The weighted average effective
rate on the Notes net of the 1mpact of active and terminated swaps, was 5. 3% for 2006.

Revolvmg Credit Agreemem 4

a

In 2004 the Company entered mtoanew $175 000, ﬁve -year revolving Credit Agreement. This agreement replaced
the Company’s prior $125,000, three year revolvmg credit facility entered into on April 24; 2002. The Credit
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LINCOLN ELECTRIC HOLDINGS, INC, AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

NOTE G - DEBT (continued)

Agreement may be used for general corporate purposes and may be increased, subject to certain conditions, by an
additional amount up to $75,000. The interest rate on borrowings under the Credit Agreement i$ based on either
LIBOR plus a spread based on the Company s leverage ratio or the prime rate, at the Compz;ny s election, A
quarterly facility fee is payable based upon the daily aggregate’ amount of commitments and the Company 5
leverage ratio. The Credit Agreement contains customary affirmative and" negative covenants for eredlt facilities of
this type, including limitations on the Company and its subsidiaries with réspect to indébtedness, ]lCIlS investments,
" distributions, mergers and acquisitions, dispositions of assets, subordinated debt and transactlons with afﬁhates As
of December 31, 2006, there are no borrowings under the Credit Agreement

Capital Leases

At December 31, 2006 and 2005, $3,207 and $3,309 of capltal Iease indebtedness was secured by property; plant
and equipment, respectively. Other indebtedness secured by property, plant and eqmpment was $1,183 at
December 31, 2005. There was no other indebtedness secured by property, plant and equ:prnent 'at Deeember 31,
2006. : ' :

Other

’

Maturities of long-term debt, including payments under capltal leases, for the five years succeedmg December-31,

2006 are $40,782 in 2007, $585 in 2008, $30,609 in 2009, $689 in 2010, $711 in 2011 and $82, 102 thereafter. Total

interest paid was $11,971 in 2006, $11,221 in 2005 and $10,797 in 2004. The primary difference between interest
expense and interest paid is the amortization of the gain on settlement of interest rate*swaps realized’in 2003. -

Amounts reported as Amounts due banks represent short-term borrowings of the Company’s foreign subsidiaries.

-

NOTE H - INCOME TAXES

v !

The components of income before income taxes for the three years ‘ended December 31, 2006, 2005 and 2004 were
as follows:

2006 2005 2004
- U.S. : . . - ‘ ' $153,968 $104,702 | % 63,064
« Non-U.S, - . . . I : - 84,204 49,197 |- 44,713
Total | - . $238,172  $153,899 | "$107,777
Components of income tax expense (beneﬁt) are as follows: B ' . o
Current: .
Federal g . _ Sl . $ 40,399 - § 21978 | § 9,787
‘Non-U.S. - o ' : © 116,049 8,828 6,004 -
State and local ) 2,367 2,682 1,917
) 58,815 33,488 17,708
Deferred: . . o . L
Federal : . o . 5859 | _.(708) 7,802
Non-U.S. , (2,253) " (905) 2,021
State and local : ' C 743 (282) (350
" ‘ 4,349 (1,895) 9,473
" Total B $ 63,164 ' $ 31,593 | § 27,181
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOL]DATED FINANCIAL STATEMENTS - (Contmued)' .'.;

NOTE H - INCOME TAXES (contmued) . o

The differences between total income tax expense and the amount computed by applying the statutory Federal
income tax rate to income before income taxes for the three years ended December 31, 2006, 2005 and 2004 were as
follows: S : : L . e : Lo :

Caee L D 2006 . 2005 2004,
Statutory rate of 35% apphed to pre-tax mcome - $ 83,360 $53 865 $37,722 7
 Effect of state and local income taxes net of federal tax beneﬁt h 2,282 1, 46] 4 895‘
Taxes (less than) the U.S. tax rate 'on non-U.S. earnings, mcludmg ’

utilization of tax loss carryforwards, losses with no benefit and . - o
changes in non-U.S. valuation allowance- - » (15,676) (9'295). - (7,624)

. UL S tax benefit of foreign source income (3,064) " (1,537) .." (2,477)'_
Settlement of prior year’s tax liabilities ; — (8,7] n . =
Other - net _ (3,738)  (4,190) (1,335)
Tol oo '$63.164  $31593  $27.181 .

'« Effective tax rate. - - w00 26.52% _ 20.50%

25.20% -

Total income tax payments, net of refunds, were $55,799 in 2006, $27,179 in 2005 and $7,723 in 2004.

t

Significant components of deferred tax assets and'liebilities at Deeember j31, 2006 and‘20(55, \-.:ere as followé:

2006 ‘2005
Deferred tax assets: o ' . L -'.‘_ ‘
~ Tax loss and credit carryforwards 0 326,714 $17,734

Other accruals o -9,246 v 9093 . \
Employee benefits . e T s 11;833° +,10493 °

 Pension obligations' - o o pseeit ©3,369 + 12,702
Other o o R 21,340 * _ 19,065

L P -’.,». ' - B . - . 1 . b

. ‘ o " _ 72,502 69 087

~ Valuation allowance - - : i - (30;189) (17 278).
. " o 2313 51,809"

Deferred tax liabilities: ) ' . '

+ " Property, plant and equipment " (41,625) .(46,536) ’
Pension obligations : (2,389) - (371)
Othér- ' - o (19,826) | (13 585)‘

S . ‘ _(63.840). (60, 492)
' "Total - $(21,527) $ (8, 683)

. ‘- i - ) . ‘ N
At December 31, 2006, certain subsididries had tax loss carry forwards of approximately $51 814 that wnll explre in
various years from 2007 through 2020, except. for $31, 028 for which there is no expiration date b

In assessing the reahzablhty of deferred tax assets, the Company assesses whether it is more likely than not that a
portion or all of the deferred tax assets will not be realized. The Company considers the scheduled reversal of -
:deferred tax liabilities, tax planning strategies, and projected future taxable income in making this assessment. At
December 31, 2006, a valuation allowance of $30,189 had been recorded against these deferred tax assets based on
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE H - INCOME TAXES (continued)

this assessment. The Company believes it is more likely than not that the tax benefit of the remaining net deferred
tax assets will be realized. The amount of net deferred tax assets considered realizable could be increased or reduced
in the future if the Company’s assessment of future taxable income or tax planning strategieslchanges.'

The Company is subject to taxation from U.S. federal, state, municipal and international i‘jurisdic:tions The
calculation of current income tax expense is based on_the best information available and involves significant
management Judgment The actual income tax liability for each jurisdiction in any year can in some instances be
ultimately determined several years after the financial statements are published. I

. 1

The Company maintains reserves for estimated income tax exposures for many jurisdictions. Exf:osurcs are settled
primarily through the settlement of audits within each individual tax jurisdiction or the closmg of a starute of
limitation. Exposures can also be affected by changes in applicable tax law or other factors, whlch may cause
management 10 believe a revision of past estimates is appropriate. Management believes that an appropriate liability
has been established for income tax exposures; however actual results may materially differ from these estlmates

The Company does not prowde ‘deferred income taxes on unremitted earnings of certain non:U.S. subsndlanes

" which are deemed permanently reinvested. It is not practicable 1o calculate the deferred taxes associated with the

remittance of these earnings. Deferred income taxes of $450 have been provided on earnings of $3,749 that are not
expected to be permanently reinvested,

NOTE 1- RETIREMENT ANNUITY AND GUARANTEED CONTINUOUS EMPLOYMENT PLANS

The Company and its subsidiaries maintain a number of defined benefit and defined contribution plans to provide
retirement benefits for employees in the U.S., as well as employees outside the U.S. These plans alle maintained and
contributions are’made in accordance with the Employee Retirement Income Security Act of 1974 (“ERISA”) local
statutory law or as determined by the Board of Directors. The plans generally provide benefits based upon years of
service and compensation. Pension plans are funded except for a domestic non-qualified pensim'l plan for certain
key employees and certain foreign plans. Substantially all U.S. employees are covered under a 401 (k) savings plan
in which they may invest 1% or more of eligible.compensation, limited to maximum amounts as detenmned by the
Internal Revenue Service. For most pamapants the plan provides for Company matchmg conmbunons of 35% of
the first 6% of employee compensation contributed to the plan. The plan includes a feature in Wlthh participants
hired after November 1, 1997 will receive an annuat Company contribution of 2% of their base pay. The plan
altlowed employees hired before November 1, 1997, at their election, to receive this contribution in exchange for
forfeiting certain bcneﬁts under the pensmn plan. The Company uses a December 31 measurement date for its
plans. ‘

In the first quarter of 2006, the Company modified its retirement benefit programs whereby employees of its

"~ U.S. Company hired. on or after January 1, 2006 will be covered under a newly enhanced|401(k) defined

contribution plan. In the second quarter of 2006, current employees of the U.S. Company made an election to
either remain in the Company's existing retirement programs or switch to new programs offering enhanccd defined
contribution benefits; improved vacation and a reduced defined benefit. The Company did not incur a significant
change in retirement costs immediately after the change, however, the Company does expect cost s'avings in future
years as a result of reduced benefits to be accrued for cmployces hired on or after January 1, 2006

In September 2006, the FASB issued SFAS No. 158 which requu‘es compames to recogmze the funded statys of a
benefit plan-as the difference between plan assets at fair value and the projected benefit obligation. Unrecogmzed
gains or losses and prior service costs, as well as the transition asset or obligation remaining from the initial
application of Statements 87 and 106 will be recognized in the balance sheet, net of tax, as a component of
Accumulated other comprehensive income and will subsequently be recognized as componentslof net periodic
benefit cost pursuant to the recognition and amortization provisions of those Statements. The Company adopted
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Contmued) e i LA

- NOTE I - RETIREMENT ANNUITY AND GUARANTEED CONT[NUOUS EMPLOYMENT A

PLANS (continued) . e R
SFAS No. 158 on December 31, 2006. The incremental effects on the Company s ba]ance sheet at December 31,
2006 of adopting SFAS No. 158 were as follows: R -
December 31, 2006 _ | '
Prior to Effect of

Application of Adoptmg = L
. SFAS No. 158  SFAS No. 158 s As choned BPEE

ASSETS T

™ Prepaid pension costs $112,248: $(95,475) . $16773 .
Intangibles, net- 2,406, (2,406) - - v —
Deferred income taxes . 2,872 39,380 . . 42,252

'LIABILITIES AND SHAREHOLDERS’ EQUITY : : T _
Accrued pensions, current . (0061 . 85718 (1483 "
Accrued pensions, non-current o Cas871) T (17,546) (33417
Accumulated other comprehenswe loss ' 6,456 63 522 - 69 978

“The amount of unrecognized actuarial net loss and prior service credits included in Accumulated olher compre- “"
henswe loss at December 31, 2006 was $70,337 (after—lax) and $(464) (after—tax), respecnvely

The amount of unrecognized actuarlal net loss and prior service credits expected to be recogmzed as components of
net penodlc benefit cost dunng 2007 is $4,629 (pre-tax) and $6l {pre-tax), respectively.

The changes in the pension plans’ projected beneﬁl,obhgalmns were as follo\ys.l_.

_ 2006 - 2005 0
- Obligation at January 1 ‘ o . ; , $690 669 $634'968 . )
Service cost L T o 718,686 " 17,710,
Interest cost ) : . o T 38 160 g 36 443
Participant contributions - - ot Ts03 Y is3g
Plan'amendments - = . : oo oL (5,313)-_ 73,249
Actuarial (gain) loss (18,635)" 41,933
Benefit payments . . (32 583) .. (30,078)
Settlements ) o e — ~(9,538)
Currency translation o : . ' 5,465 - (4,556)
Obligation at December 31 " _ $696,952  $690,669
rl 3
( 4,
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) -
. “NOTE I - RETIREMENT ANNUITY AND GUARANTEED CONTINUOUS EMPLOYMENT
- PLANS (continued) 4

Changes in falr value of the pens1on plan assets were as follows:

. 2005 | 2005
Fair value of plan assegs at January 1 $604,983 | $565,588
Actual return on plan assets . g 179,366 46,744
CF Employer_ contributions , 20,503 34,330
- Participant contributions . , 503 . 538
_ Benefit paymients *.. . 0. e aa . 3L (28,087) .
~ Settlements . - ., = - 7 ' — 1 (10,334)..

¢t et v Wit R T e MR S

" Currency translation’ | ' B o | 4,587 (3.796)

- Féir value of plan assets at December 31 L, -$678,826 | $604,983 -

- Tlié funded status of the pension-plans was as follows: ‘
Funded status (plan assets less than projected benefit obllgatmns) -8 (18 126) $_(85;686) .
“Unrecognized net loss Lo 112, 867 170,535
Unrecogmzed pnor serwce cost L , ' , ' (781) -5,390
Unrecogmzed transition assets net S ' 14447 =

' Net amount recogmzed " S - - ' 0 s 04104 s 90,239

The pro_;ected beneﬁt obhgauon accumulated benefit obllgatnon and fa1r value of plan assets for the U S.pension .
N “plans with accumulated benefit obhganons in excess of plan assets were $22,041, $18, 798 and $0 irespectlvely, as . -
. of December 31, 2006 and $621,654, $579, 403 and $549,708, respectwely, as of December 31, 2005. The projected
- benefit’ obhgatlon ‘accumulated benefit obllgatton and fair value of plan assets for the non-U.S. perltsmn plans with
- ‘accumulated benefit obllgauons in excess'of plan assets were $49,822, $46,362 and $37,024, respectlvely, as of
. December 31, "2006- and’ $43,705, $40,913 ‘and- $29, 423, réspectively, as of December 31, 2005. The total
accumulated beneﬁt obhgatlon for. all plans was: $657 930 as of December 31, 2006 .and $643, 494 as of

. ‘December 3l 2005
o The components of total pensmn expense were as follows
S O AR DR L . Year Ended December 31,
SRR e 2006 2005 | 2004
Serwce -cOst —benefits earned dunng thé year . s l8,686 $17,710 |$ 16,039
. - Interest cost on projected benefit obligation T " 38,160 136,443 "35,114
. Expected return on plan assets ' L - ’ (50,456)  (47,155)- | (44,129) .
. Amortization of transition assets . . L 10 ‘ 16 |, (35)
" - . Amortization of prior service cost S a . 621 3,045 2,748
.+« - Amortization of net loss | ) B 11,056" 8,955 8,511
EE .,_Settlement/curtallment (gains) losses ’ ' - g -(151) 2,138 : —
- Termination benefits . ! . _ — 176 | 2,599
o Net pension cost of defined beneﬁt plans. _ - 17,926 ', 21,328 -20,847 - T
© Multi-employer plans . . 1,237 1,040 1,148 o |
Defined contribition plans : . 6,130 4,292 4,921 . .
|

. .- Total net pension.expense . - LS. $25293 826,660 $ 26,916

. - < 3




LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES-
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)-‘ o

NOTE I - RETIREMENT ANNUITY AND GUARANTEED CONTINUOUS EMPLOYMENT
PL.ANS (continued) . e

In 2005, the Company termmated one of its. European pension plans and incurred a sert]ement loss of $2 138

)
The amounts rccogmzed in the consohdated balance sheets were composed of:

.. - Year Ended
. ‘ .E .. December 31,
o . ---2006‘{ .. - 2005,
Prepaid pension costs : : $ 16773 $ 1956
Accried pension liability ' ' (34,900)  (43,448)
Intangible asset : o R o= " 5,390,
Accumulated other comprehenswe loss ' ; 112,231 126,341
Net amount recogmzed in the balance sheets o ’ ) IR | 94,104 $ 90,239

Weighted average assumptions used to measure the benefit obligation for the Company § 51gmﬁcant deﬁned beneﬁt
plans as of December 31, 2006 and 2005 were as follows:

tor

2006 2005

Dlscount rate - , ', o : : ' : B 5.9% 56% )
Rate of increase in compensatlon s o ) 40% 4.0%

Wclghted average assumptions used to measure the net pCI'lOdlC benefit cost for the Company s sugmﬁcant deﬁned
benefit plans as of Decembcr 31, 2006, 2005 and 2004 were as follows: _ - _ o

L 2o 2005 2004
Dlscount rate _ . 56% 59% _6.é%
Rate of i mcrease in compensation ' ) T LA0%  40%  40%,
Expected return on plan assets 83% 84% B8.6%

To develop thie discount rate assumption to be used, the Comipany refers to investment yields available 4t year-end
on long-term bonds rated Aa- or better. The Company also considers the yield derived from matching projected
pension payments with maturities of a portfolio of available non-caltable bonds rated Aa- or better. The expected

long-term rate of return assumptlon is based on the weighted average expected return of the various asset classes in .
the plans’ portfoho and the targeted allocation of plan assets, The asset class return is developed using htstoncal

asset return _performance as well as current market COﬂdlthl’lS such as mﬂatlon interest rates and equity market

performance. The rate of compensation increase is determined by the Company based upon annual reviews.

Percentage of  weighted Average

Target Plan Assets at Expected
Allocation Bﬁﬂlbiﬂ-_ .. Long-Term
Asset Category 2007 . 2006 2005 Rate of Return
Equity securities ‘ 60% - 0% 68% 6%  93%-101%
Debt securities , ) 30%-40% 3% | 34%  55%- 63% .

Total - : - 100%  100% . 100%- 8.5%

[N

v

The primary objective of the pension plans’ mvestment policy is to ensure sufﬁcwnl assets are avallab]e to provnde
benefit obligations when such obligations mature. Investment management practlces must comply with ERISA and
all applicable regulations and rulings. . "
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"LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE 1 - RETIREMENT ANNUITY AND GUARANTEED CONTINUOUS- EMPLOYMENT
PLANS (continued)

The overall investment strategy for the defined benefit pension plans’ assets is to achieve a rate of return over a
normal business cycle relative to an acceptable level of risk that is consistent with the long-term;objectives of the
pertfolio. ;

Actual and expect_ed ‘employer contributions for the U.S. plans are as follows:

2007(expected) ' $10,000
2006 .. . $17,500
2005 o $31,500

The actual amounts to be contributed to the pension plans in 2007 will be detennined at the Company’s discretion.

Contributions by participants to certain non-U.S. plans were $503 and $538 for the years ended December 31, 2006
and 20035, respectively.

Expected fuiure, benefit payments for the U.S. plans are as follows: 2007 — $32,398, 2008 - $33,362, 2009 —
$35,029, 2010 - $36,020, 2011 ~ $37,822, 2012 through 2016 — $220,588.

The Company maintains a domestic unfunded supplemental executive retirement plan (SERP) under which non-
qualified supplemental pension benefits are paid to certain employees in addition to amounts received under the
Company’s qualified retirement plan which is subject to IRS limitations on covered compensation. The-annual cost
of this program has been 1ncluded in the determination of total net pension expense shown above and was $2,329,
$2,318 and $6,120 in 2006, 2005 and 2004, respectively. The projected benefit obligation assocmted with thns plan
is also included in the pension disclosure shown above and was $18,644, $18,254 and $13,943 at December 31,

2006, 2005 and 2004, respectlvely ;

The Company pamc:pates in multi-employer plans for several of its operations in Europe. Pension expense for these
plans is recogmzed as contributions are funded.

The Company does not have, and does not prowde for, any postretirement or postemployment benefits other than
pensions.

The Cieveland, Ohio, area operations have a Guaranteed Continuous Employment Plan covering s]luostantially_ all
‘employees which, in general, provides that the Company will provide work for at least 75% of every,standard work
week (presently 40 hours). This plan does not guarantee employment when the Company’s ablhty to continue
normal operations is seriously restricted by events beyond the control of the Company. The Company has reserved
the right to terminate this plan effective at the end of a calendar year by gwnng notice of such termmanon not less
than six months prior to the end of such year.

NOTE J - SEGMENT INFORMAT]ON

The Company’s prlmary business is'the de31gn manufacture and sale, in the U.S. and international markets, of arc,
cutting and other welding, brazing and soldering products The Company manages its operations by geographnc
location and has two reportable segments, North America and Europe, and combines all other operaung segments as
Other Countries. Other Countries ‘includes results of operations for the Company’s businesses m Argentina,
Australia, Brazil, Colombia, Indonesia, Mexico, People’s Republic of China, Taiwan and Venezuela. Each

i
.operating segment is managed separately because each faces a distinct economic environment, a different customer
- base and a varying leve! of competition and market conditions. Segment performance and resource allocation is

measured based on income before interest and income taxes. The accounting policies of the reportable'l segments are
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued) - .-

1 P . 5

NOTE J - SEGMENT INFORMATION (continued) : -~

the sarne as those described i in Note A Slgmﬁcant Aecountmg Pollcxes Financial information for the reportable
segments follows

I

. Nortli ; Other

. i ‘. America . Europe Countries Ellmlnatlons Consolidated
For the year ended December 31, 2006: o !, . . T
* Net sales to unaffiliated customers R I 305,472 $372,308 $29t_4. 135§ — . $1,971915"
Sy lnter-segment sales : . o 9[ 770 23,787 - 16,326 (131,883 . . . —
‘ Total $l 397,242 $396 095 $310, 461 $(131,883)  $1,971,915
Income before mteresl and mcome taxes '$ 172613 % 46,659 $ 25851 § _(2,674)'._ ‘$' ‘242,449'
Interest i mcome ' LooTe o 5876
lnterest expense i ’ L . ) o (10,153)
Income before income taxes . ' . ‘. W § 238,172
Total assets . © s 872,864 $390,733 $273.781 $(142.799) $1,394,579
" Equity investments in affiliates ' 3 2374 12,834 33754 - — - : 48,962
; .~ Capital expenditures. : 37,269 19,777 18956 . . - — 7_6,002 .
i ~ . Depreciation and amortization - 33,135 7993 6697 . - — = 47,825
For the year endéd December 31, 2005: o TR RN e e
, Net sales to unaffiliated customers .. - . $1,056,134 $305,846 $239,210. $ - r—  $1,601,190
- 1lnter-segment sales T 54, 579 24 434 . + 13, 015‘* : (92 028) A —_
Total co T S 110713 §330260' 5252235 § (92028) $1 601,190
o lncome before interest and income taxes $ 117,224 $ 23506 $ 16964 $ 152 ' $ 157,846
. Interest income , o L _ : . .4,000
Interest expense - (1,947)
Income befofe income taxes . i . - a $ 153,899
Total ‘assets’ ‘ ' $ 784,713 $254,644 $220,507 $ (98,703) --$1,161,161 . :
Equnty mvestments in affiliates T — 10,229 29,444 — 39,673
., Capital expenditures ) : _ 23,704 12,136 14,575 — ... 50415
. Depreciation and.amortization .. - 30,326 . 8360 5296 — t 143982
! . ‘ ’ s
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LINCOLN ELECTRIC HOLD]NGS INC. AND SUBSIDIARIES |
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Contlnued)

NOTE J = SEGMENT INFORMATION (continued)

For the year ended December 31, 2004:
_Net sales to unaffiliated -customers
Inter-segment sales
Total X = R
Income before interest and i income taxes
.- Interest income ' . .

Interest expense . . . . T

“Income 'before incomel'téxles

* Total assets

E.quity investments in affiliates
Capital expenditures .

Depreciation and amortization oY

" North . Other:

America Europe Countries ‘Ehmmauons Consolldated

$ 875422 .$281,133 $177,120

38990 27, 540 19,743

By $1,333,675°
(86,273) —

§ 914412 $308 673 $196,863

| . B
$ (86,273) $1,333,675

$ 72,469 $ 21,666 $ 16,690

$ 653378 $276,262.$188,107

$

24§ 110849
3,071
(6,143)

$ 107,777

$ (58 583} $1,059,164

— 9,543  27.320°

37,634 10,149 8,658
27,023 8646 4413

-—} 36,863

— 56,441 .
— 40,182
In 2006, the Europe segment includes rationalization charges of $3,478 (pre-tax), and a gain of $9, 006 (pre-tax) on -

_ the sale of the facility in Ireland (See Note F). In addition, the Europe segment includes rattonaltzauon charges of
$1,761 (pre-tax)- and ‘$_2 44_0 (pre-tax) in 2005 and 2004, respectively (see Note F).

. Initer—scgnftent sales bf;twr_:en‘;reponab]e ségrﬁents are recorded at cost plus an agreed upon intercpmpany profit, -
which approximates an arm’s length. price, and are eliminated in consolidation. Export sales (excluding inter-.

company sales) from North America were $180,114 in 2006, $115,712 in 2005 and $89,767 in 2004‘N0 individual
- customer comprised more than 10% of the Company 5 total revenues for any of the three years ended Deccmbcr 31,

~2006.

The geographtc split of the Company’s net sales, based on the: location of the customer, and property, plant and

equipment were as follows

Net sales: ~
"« United States
“ Foreign countries
Total

Property, plant and equ1pment
United States
Foreign countries
Eliminations

Totetl .

Year Ended'December. 31,

2006 2005, 2004
$1,004786 $ 839,038 $ 702,394
967120 . 762152 - _ 631281
D $1971915  $1,601,190  $1,333,675

$ 178717 $ 184,434 § 167,925
. 212429 158271 150,426
(L628). (17 l2:235)

$ 380,518 § 340533 3 316,116

Net sales derived from customers and property, plant and equnpment in any 1nd1v1dual forelgn country were not

material.
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LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES .
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued) "

NOTE K - ACQUISITIONS e

T

On October 31, 2006, the Company acquired all of the outstanding stock of Metrode, a privately held manufacturer
of specialty welding consumables headquartered near London, England, for approximately $25,000 in cash. The
Company began consolidating the results of Metrode in the Company’s consolidated financial statements in
November 2006. The purchase price allocation for this investment resulted in goodwﬂl of apprommately $4,000.
The Company expects this acquisition to provide high quality, innovative solutions for many specialty high-end -
applications, including the rapidly growing power generanon and petrochemical mdustnes Annual sales are
approximately $25,000. :

On Apnl 29, 2005, the Company acquired all of the outstandmg stock of J.W. Harris, a pnvate]y held brazmg and
soldering alloys manufacturer headquanered in Mason, Chio for approximately $71,000 in cash and 815, 000 of.
assumed débt. The Company began consohdanng the results of J.W. Harris operations in the Companys
consolidated financial statements in May 2005. The purchase price allocatlon for thls investment resulted in-
goodwill of $13,263. This acquisition has provided the Company with a strong complcmentary metals-;ommg
. technology and a leading position in the brazmg and soldermg alloys market. J.W, Harris has manufacturing plants ‘
in Ohio and Rhode Island and an mtematlonal distribution cénter located i in Spain. ' o

NOTE L - FAIR VALUES OF FINANCIAL INSTRUMENTS

v o . .

The Compa.ny has various financial instruments, mcludmg cash and cash equivalents, short-and long- -term debt and
forward' contracts. While these financial instruments ‘are subject to concentrations of credit risk, the Company has
minimized this risk by entering into, arrangements with major banks and financial institutions and investing in ~
several high-quality instruments. The Company does not expect any counterparties to fail to meet their.obligations.
The Company has determined the estimated fair value of these financial instruments by using avallable market
information.and appropnate valuation methodologies: requmng judgment.. o R

The carrying amounts and estimated fair value of the Company s 51gmﬁcant ﬁnanmal mstrumems at December 31
2006 and 2005 were as follows ’ _ - ‘

ACLESALE

N L2006 .. 2005 .
' Carrying Fair Carrying Fair
. Amounts Value Amounts °  Value
Cash and cash equivalents - Y$120212  $120,212  $108,007  $108,007
Amounts due banks r 6,214 6,214 7,143 7,143 -~
Long-term debt- (including currenl pomon) ) 154,885 159,539 158,873 165, 316

Foreign Exchange Contracts: The Company enters into forward exchange contracts to hedge, fore:gn currency
transactions on a continuing basis for periods consistent with its exposures. This hedging minimizes the impact of
foreign exchange rate movements on the Company's operating results. The notional amount of outstandmg foreign
exchange contracts, translated at current exchange rates, was $59,612 and $48,847 at December 31, 2006 and 2005,

respectively. The Company would have paid $47 at December 31, 2006, and $52 at December 31, 2005 to settle
these contracts, representing the fair value of the contracts. .

t

Interest Rate Swap Agreements: AtDecember 31, 2006 and 2005, the Company had interest rate swap agreements .
outstanding that effectively convert notional amounts of $110,000 of debt from fixed to floating interest rates. The '
Company would have paid $3,428 and $2,964 at December 31, 2006 and 2005, respectively, to settle these mterest
rate swap agreements which represents the fa1r value of these agreemems

NOTE M - OPERATING LEASES -

The Company leases sales offices; warehouses and distribution centers, office equipment ‘and data processing
equipment. Such leases, some of which are noncancelable and, in many cases, include renewals, expire at various
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.

NOTE M - OPERATING LEASES (continued)

dates. The Company pays most rnaintenance, insurance and taxes re1ating to leased assets. Rental expense was
$11,613 in 2006, $11,389 in 2005 and $10,817 in 2004

" At December 31, 2006, total future mlmmum lease payments for noncancelable operating leases are $8,848 in 2007,

$7,185in 2008 $4 683 in 2009, $2 439 in 2010, $2, 063 in 2011 and $5, 541 thereafter

" [}

NOTE N - CONTINGENCIES ~ *

'I'he Company, like other manufacturers, is subject from time to time to a variety of civil and administrative

] proceedmgs arising in the ordinary course of business. Such ‘claims and litigation ‘ihclude, w1thout 11m1tat10n

- product llablhty claims and health; safety and env1ronmental claims, some of which relate to Cases allegmg asbestos

and manganese induced ilinesses. The claimants’ in the asbestos and manganese cases seek corr‘lpensatory and
punitive damages, in most cases for unspecified amounts The Company believes it has mentonous defenses’ to
these claims and intends to contest such suits v1gorously Although defense costs have been i mcreasmg. all other

Costs associated wrth these claims, 1ncludmg 1ndemmty charges and settlements, have been lmmatenal to the -

Company’s consolidated financial statements. Based on the Company’s. historical experience in htrgatmg these
claims, including a 51gmﬁcant number of dismissals, summary ]udgments and defense verdicts in many cases and
immaterial settlement amounts, as well as the Company’s current assessment of the underlying ments of the claims
and applicable insurance, the Company believes resolution of these claims and proceedings, 1ndmdually or in the
aggregate (exclusrve of defense costs}, wrll not have a material adverse impact upon the Company'’s consolidated
financial statements..

t

The Company has ‘prowded a guarantee ‘on loans for an unéonsolidated joint venture of appro‘ximat‘el)'f $8,027 at
December 31, 2006. The guarantee is provided on four separate loan agreements. Two loans are for] $2,000 each,
one which matures.in June 2007 and the other maturing in May 2009: The other two loans mature in October 2010,

- onefor $2, 709 and the other for $1,318. The loans were undertaken to fund the joint venture 5 workmg capital and

capital 1mprovement needs. The Company would become liable for any unpald principal and accrued interest if the
joint venture were to default on payment at the respective maturity dates. The Company believes thelhkehhood is
remote that material payment will be requrred under these arrangements because of the current financial condition
of the _|omt venture. ¢ - . ;

~

NOTE, O - QUARTERLY FINANCIAL DATA (UNAUDITED)

2006 ) Mar 31 Sep 30
I*‘Jel sales ’ $468,394 $5_02,510 $495 137 .$5:05,874
; Gross profit--  ** 130,066 - 1463467 _ .141’-337 1?4,407
- [ncome before 1ncome taxes 51,876 63,037 61,642_ ?1,617 ]
) Net income. 36,749 . . 42,619 43,855 51,785 -
"Basic earnings per share '$. 087 $ 100 $ 103 §$ 121
Diluted earnings per share 'S 08 $ 099 $ 102 $°;1.20
2005 ‘ '
Net sales T Us362903 8405902 8412013 $420372
. Gross profit 98 278 113,951 111,192, 11‘3,494. .
Income before income taxes 30,217 42,762 42,850 38|,070
Net income 22,240 32,112 38,188 29,766
.. Basic earnings per share .$ 053 $ 077 % 091§ 1|0.7]
Diluted éarnings per share - $ 053 % 077 $ 09 -§ 070

Jun 30

Dec 31
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'LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES * . -
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

NOTE 0- QUARTERLY FINANCIAL DATA (UNAUDITED) (contmued) . .
"The quarters ending March 31, June 30, Septomber 30 and December 31, 2006 include pre-tax charges relating to

the_ Company’s European rationalization program of $1,049 (51,049 after-tax) $l 292 ($1,292 after-tax), $665

($665 after-tax) and $472 (3472 after-tax, respectively (See Note F). The quarter ended December 31, 2006 also

includes a pre-tax gain of $9,006 ($7 204 after tax) on the sale of the Company s facility in Ireland (Se¢ Note F).

" The quarter ended March 31, 2005 includes a pre- tax charge of $1,250 (5848 after tax) relating to the Company’ s,
European rationalization program ‘(See Note F). The quarter ended June 30, 2005 includes a one-tifme state income”
-tax benefit of $1,807 relating to a change in Ohio tax laws including the effect of lower tax rates. The quaner ended "
September 30, 2005 includes a favorable adjustment of $7, 201 related to the resolution of prior years’ tax habilities-
and a pre-tax gain of $1,418 ($876 after-tax). on. the favorable seulement of legal drsputes The quarter ended'
December 31, 2005 includes a net favorable tax benefit of $2, 656 ‘associated- with the repatriation of foreign-

earnings and the resolution:of prior years’ tax liabilities, offset by a $511 charge (8455 after tax) related to the

~ Company’s European rationalization program (See Note F) and a loss on the sale of a busmess of $1, 942 ($1 678

aftcrlax) - e .

L
™~

‘The quarterly earnings per share (EPS) amounts are each calculaled mdcpendcmly Thercfore the sum of lhc ' ,

quarterly EPS amounts may not equal the annual totals.
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SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS
LINCOLN ELECTRIC HOLDINGS, INC. AND SUBSIDIARIES

‘Descﬁg‘ tion i
Allowance for doubtful accounts:
Year ended December 31, 2006
Year ended December 31, 2005
Year ended December 31,2004 .

(1) — Currency translation adjustment.

- $9.295

(l_n thousands of dollars)
Additions

(N
- - Charged to :
Charged to- “ Other |
Costs and Accounts - (),

Balance at ¢
Beginning

- Balance
at End
- of Period

of Period. Expenses ,. (describe) -Deductions

$2,67|9
$3.970 '

"% 325
3(761)
$517

$3,255
$3,019
$2,449°

$7,583 -

$8,101

(2) — Uncollectible accounts written-off, net of recoveries.

t .
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EXHIBIT 31.1

CERTIFICATION

I, John M. Stropki, Jr., Chairman, President and Chief Executwe Officer of Lincoln Electric Holdings, Inc., certify
that: ' :

1. Lhave reviewed this aniual report on Form 10-K 'of Lincoln Electric Holdings Inc.;

2 ‘Based oni my knowledge thls report does. not contain any untrue statement of a'material fact or omit lo state a .
. material fact necessary to make the statements made, in llght of the circumstances under Wthh such statements
were made, not m1slead1ng with respect to the penod covered by this report;

¥

3. Based on my knowledge the ﬁnancrai statements and other financral information included in this report, fatrly
present in all material respects the financial condmon results of operattons and cash flows of the registrant as of,
and for, the periods presented in this report;

) The reglstrant s other certlfymg officer and [ are responsible for establtshmg and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules. 13a- 15(e) and 15d-15(e)) and internal control over financial
reportmg (as defined in Exchange Act Rules 13a-15(f) and 15d - 15(f)) for the reg1strant and have:

a) DeS|gned such disclosure controls and procedures, or caused such disclosure controls and procedures to be
.designed under our supcrv1sron to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
whrch thls report is being prepared

by De51gned such tntemal control}over financial reporting, or ‘caused such internal control over financial

~ reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accountmg pnnc1p1es

c) Evaluated the effectiveness of the regtstrant s drsclosure controls and procedures and presented in thls report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluatlon ‘and

d). Drsclosed in this report any change in the regtstrant s 1nternal control over ﬁnancral reportmg that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an'annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control
over ﬁnancral reporting; and v

5: The reglstrant s other certifying officer and I have dlsclosed based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons perforrmng the equwalent functions):

N .

a) All srgmﬁcant deﬁc1enc1es and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
. sSummarize and report ﬁnancral mfom‘tauon and

b) Any fraud whether or not material, that mvolvcs management or other employees who have a 51gn1ﬁcant role
in the registrant’s mtemal control over financial reporting. '

fs/ Jonn M. STROPKl, JR.

John M. Stropki, Jr.
Chairman, President and Chief Executive Officer

Date: February 22, 2007




i EXHIBIT 31.2

CERTIFICATION

' 1
I, Vincent K. Petrella, Senior Vrce President, Chlef Financial Officer and Treasurer of Lincoln Electrlc Holdings,

Inc., certify that:

‘ ;
1. I have reviewed this annual report on Form IO-K of Lincoln Electric Holdings, Inc.; - :

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or ornit to state a

material fact necessary to make the statements made, in light of the circumstances under whtch such statements
* were made, not misleading with respect to the period covered by this report;

. ~
3. Based on my knowledge, the financial statements, and other financial information included mlthls report, fairly

n
present in all material respects the financial condition, results of operatlons ‘and cash flows of the reglstrant as of,
and for, the periods presented in this report;

sradh

The registrant’s other certifying officer and [ are responsible for establishing and maintaining dlsclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting {as defined in Exchange Act Rules 13a-15(f) and 15d 15(f) for the reglstrant and have:

a) Designed such disclosure controls and procedures, or caused such dlsclosure controls and procedures to be

- designed under our supervision, to ensure that material information relating to the reglstr%nt including its

. consolidated subsidiaries, is made known to us by others within those entities, partlcularly durmg the penod in
which this report is being prepared;

b) Designed such internal control over financial reporting, or caused such internal control over financial

reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of

3
financial reporting and the preparation of financial statements for exterrial purposes in accordance with
generally accepted accounting principles;

.

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report

our conclusions about the effectiveness of the disclosure controls and procedures as of the end of the period
covered by this report based on such evaluation; and

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurre_d )
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual-

report) that has materially affected, or is reasonably likely to materially affect, the reglstrant s internal control
over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluatlon of internal -

control over financial reporting, to the registrant’s auditors and the audit committee of the reglstrant s board of
directors {or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over

i
financial reporting which are reasonably likely to adversely affect the reglstrant s ability to record, process,
!
summarize and report financial mformat:on and .

\ b) Any fraud, whether or not material, that mvo]ves management or other employees who have a significant role
‘ ! in the registrant’s internal control over financial reporting. -

Is/  Vmcent K. PETRELLA

Vincent K. Petrella

| ) Senior Vice President, Chief Financial Officer
i and Treasurer

. ) ' ’ ' . !
\ Date: February 22, 2007 :




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 US.C. SECTION 1350
AS ADOPTED PURSUANT TO -
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with.the Annual, Report on Form 10-K of Lincoln Electric Holdings, lnc (the “Company”) for the
year ended December 31, 2006 as filed with the Securities and Exchange Commission on the date hereof (the
“Report™), each of the undersngned officers of the Company certifies, pursuant to 18 U.5.C. § 1350, as adopled
pursuant to § 906 of the Sarbanes-Oxley Act of 2002, that, to such officer’s knowledge :

(1) The Report fully complies with the requlrements of Section 13(a) or lS(d) of the Securities Exchange Act
- of 1934; and . .

(2) The information contained in the Report fairly presents, in all material respects, the ﬁnaneial condit_ion and '

. results of operations of the Company as of the dates and for the periods expréssed in the Report. -

Date: February 22, 2007

Isf Joun M. STROPK] JR.

John M. Stropki, Jr. o
Chairman, President and Chief Executive Officer

/s/ VINCENT K. PETRELLA

Vincent K. Petrella
Senior Vice President, _
Chlef Financial Ofﬁcer and Treasurer '

-

The foregoing certification is being furnished solely pursuant to 18 U. S.C. § l350 and is not bemg ﬁled as pan of the
Report or as a separate disclosure document -

~t
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